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MONDAY, JULY 22, 1957 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON 
Post Orrice anp Civit Service, 
Washington, D. C. 

The subcommittee met at 10 a. m. in room 219, old House Office 
Building, Hon. James C. Davis (subcommittee chairman) presiding. 

Present: Mr. Davis (chairman), Mrs. Pfost, Mrs. Granahan, Mr. 
Santangelo, Mr. Corbett, and Mr. Gross. 

(The bills H. R. 8114 and S. 1740 follow :) 


[H. R, 8114, 85th Cong., Ist sess. ] 


A BILL To authorize the payment from the Employees’ Life Insurance Fund of expenses 
incurred by the Civil Service Commission in assuming and maintaining the assets and 
liabilities of certain beneficial associations 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 5 (c) of the Federal Employees’ 
Group Life Insurance Act of 1954, as amended (69 Stat. 676, 677; 5 U. S. C. 2004), 
is amended by inserting immediately before the colon preceding the proviso 
therein a comma and the following: “except that such fund shall be available, 
without regard to any such limitations, for payment of any such expenses in- 
curred in assuming and maintaining the assets and liabilities of associations re- 
ferred to in section 10.” 


[S. 1740, 85th Cong., Ist sess. ] 


AN ACT To authorize the payment from the Employees’ Life Insurance Fund of expenses 
incurred by the Civil Service Commission in assuming and maintaining the assets and 
liabilities of certain beneficial associations 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 5 (c) of the Federal Employees’ 
Group Life Insurance Act of 1954 is amended by inserting before the colon pre- 
ceding the proviso therein a comma and the following: “except that such fund 
shall be available, without regard to any such limitations, for payment of any 
such expenses incurred in assuming and maintaining the assets and liabilities 
of associations referred to in section 10.” 

Passed the Senate June 3, 1957. 

Attest : 


FELTON M. JoHNsTON, Secretary. 

Mr. Davis. The subcommittee will come to order, please. 

This subcommittee, consisting of Mrs. Pfost, Mrs. Granahan, Mr. 
Santangelo, Mr. Corbett, Mr. Gross, Mrs. Harden, and myself as chair- 
man was appointed to consider bills H. R. 8114, S. 1740, and com- 
panion House bills to authorize the payment from the Employees’ 
Life Insurance Fund of expenses incurred by the Civil Service Com- 
mission in assuming and maintaining the assests and liabilities of 
certain beneficial associations. 

Public Law 598 of the 83d Congress, 2d session, established the 
Federal employes’ group life insurance. In recognition of the fact 
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that this group life insurance, spread over a base of some 2 million 
employees, could be secured at a much lower premium rate than that 
being paid by the members of the various employee benefit associations, 
the Congress, in section 10, provided for the assumption of these 
employee benefit life insurance agreements under certain conditions. 
One of the conditions was that any policyholder of a benefit asso- 
ciation could not be insured under the Federal insurance policy if he 
continued to be insured under the benefit association. Other condi- 
tions provided that the associations turn over to the Federal Em- 
ployees’ Life Insurance Fund either the total assets of the associa- 
tion or the amount necessary to meet the liabilities under the life- 
insurance agreements in force. 

The Civil Service Commission and the various benefit associations 
carried on negotiations for a period of over a year in an effort to 
arrive at satisfactory agreements whereby these insurance policies 
could be assumed. It was found that due to court decisions limiting 
the turning over or the transfer of assets of benefit associations, only 
one very small group could be absorbed. This committee and the Con- 
gress, therefore, in the Ist session of the 84th Congress, reconsidered 
the provisions of section 10. Public Law 356 of the 84th Congress, 
ist session, rewrote section 10, making such changes as were necessary 
to meet the terms set forth in the court decisions. The major change 
appears in section 10 (f) which reads as follows: 

(f) The members of such associations shall not by reason of any such ar- 
rangements be disqualified from any other insurance benefits provided by this 
Act if otherwise eligible therefor. 

This committee approved this provision with the knowledge that 
certain employees could, if they so desired, carry both their benefit 
association policy and their Federal Group Life Insurance policy. 
The committee took into consideration the fact that the value of the 
Federal Group Life Insurance policy was reduced after age 65 to a 
minimum of 25 percent of its original value. The committee also took 
into consideration the fact that many of the members of these group 
benefit associations had already retired and that the policies they 
held in the associations was the only life insurance that they had 
or could get and that these would be lost to them if the Congress 
failed to act. 

Under present law, use of the insurance fund for administrative 
expenses is subject to limitation specified annually in appropriation 
act. Although the President’s budget for fiscal years 1956, 1957, and 
1958 included an administrative expense limitation sufficient to cover 
the cost of assuming the obligations of these beneficial associations, 
the Congress did not appropriate the full amount. As a result, the 
Civil Service Commission will be unable to assume the life-insurance 
agreements and assets of all the beneficial associations involved by 
August 17,1957. It is understood that 16 associations, with a member- 
ship of about 50,000 persons, have been covered, while 9 associations, 
with a membership totaling over 95,000 persons, have not been taken 
over due to insufficient funds. 

The provisions of the bills under consideration today do not affect 
the provisions of section 10 of the Federal Group Life Insurance Act 
which authorizes the taking over of the benefit policies. They do 
provide, however, an amendment to section 5 (c) of the act which 
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would no longer require the Civil Service Commission to secure 
appropriation authority for the use of money from the life-insurance 
fund for the payment of expenses involved in the taking over and the 
maintenance of the policies assumed under the provisions of section 10. 
This in no way changes the requirement that the expenditure of 
money from the fund in an amount necessary to the carrying out and 
administering of the other provisions of the act be seanreal through 
appropriations action. 

There has been considerable confusion and, I feel, misinformation 
regarding these matters which needs to be cleared up. I have, there- 
fore, made every effort to secure witnesses who can give this subcom- 
mittee answers to the questions involved. 

The committee will first hear from Members of Congress who have 
introduced bills or are interested in the provisions of the bills under 
consideration. Following this, there are two representatives of em- 
ployee benefit associations holding somewhat over 80 percent of the 
policies involved who will present their side of the case. I have also 
ae the Civil Service Commission to present factual testimony 

egarding the reasons why this legislation seems to be necessary, the 
‘bane and amount of the funds involved, and other information 
regarding the legal and technical responsibility of the Congress and 
the Government. 

We would like to complete these hearings today, if possible, 
although if it is not possible we will undertake to set another hearing 
so that ever yone can be heard. 

Without any further comment I will call the first witness, who is 
our colleague, Hon. Edward J. Robeson, Jr., of Virginia, who is 
the author of H. R. 8114. 

Mr. Robeson is a member of this committee, and we are glad to have 
you appear and give your statement on this bill, Congressman. 


STATEMENT OF HON. EDWARD J. ROBESON, JR., A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Roseson. Mr. Chairman, members of the subeommittee, I wish 
to express my sincere appreciation for this opportunity to appear 
before you and present my views on the provisions of my bill, H. R. 
$114. 

I realize that time is short and that you have a long list of witnesses 
this morning who will present factual and professional testimony on 
this most import: int legislation. I shall, therefore, limit my remarks 
to the policy involved . 

I was not a member of this committee in the 83d Congress. Public 
Law 598, 83d Congress, the Federal Employees’ Group Life Insurance 
Act, provided for “the taking over of the life insurance policies of the 
various Federal employees’ group-benefit associations. It also pro- 
vided for the expenditure of money to pay for the cost involved. 

I was a member of this committee in the 84th Congress when these 
provisions were again considered. Publie Law 356 of the 84th Con- 
gress restated the provision for the taking over of the benefit life- 
insurance policies. It also restated the responsibility of the Civil 
Service Commission to ask for appropriations authority to use moneys 
a the insurance fund for the purpose of paying the expenses in- 
volved. 
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In addition, Public Law 356 corrected inequities in the origina] act 
so as to make it possible for the Commission to carry out its responsi - 
bility. These corrections involved granting to the members of the 
employee benefit associations the right to carry both the Federal group 
life insurance and the benefit-association life insurance. This pro- 
vision is clearly set forth in section 10 (f) of the act of August 11, 
1955 (84th Cong.). 

In accordance with the instructions from the Congress, contained 
in the act, the Civil Service Commission requested appropriations an- 
thority to expand money from the fund during fiscal years 1956, 1957, 
end 1958. The Congress granted only part of the funds requested in 
fiscal years 1956 and 1957. Asa result, the Commission was not able 
to take over all of the benefit group association policies. The Congress 
has not granted any money for this purpose during fiscal year 1958. 
My bill would correct this situation. 

I maintain that the Congress, in enacting Public Law 598 of the 
83d Congress and Public Law 356 of the 84th Congress, has incurred 
not only a legal but a moral obligation to assume the policies of the 
eligible Federal employees’ beneficial associations and that, if we fail 
to recognize this obligation, we will do harm to a large group of our 
older retired employees whose only life insurance is the policies they 
hold in the employee benefit. associations. Failure to act may also 
involve innumerable court actions against the Federal Government. 

I strongly recommend that this subcommittee report this legislation 
favorably and obtain final enactment as a public law. While my bill, 
H. R. 8114, represents my thinking in the matter, I am more interested 
in achieving the action indicated than in having H. R. 8114 reported. 
Therefore, 1 request that this subcommittee take such parliamentary 
action as is necessary to report the Senate bill, S. 1740, so that valu- 
able time will not be lost. 

Again I thank you for the opportunity of appearing this morning 
and presenting my views. 

Mr. Davis. Thank you very much, Congressman Robeson, for your 
statement. 

Any questions ¢ 

Thank you very much. 

Mr. Rosrson. Thank you, Mr. Chairman. 

Mr. Davis. The next witness is our colleague, Congressman Richard 
KE, Lankford, of Maryland, who isthe author of H. R. 7843. 

Mr, Lankford is not here at this time. The next witness is Con- 
gressman DeWitt S. Hyde, of Maryland. Congressman Hyde, we 
are glad to have you here and will be glad to hear your statement. 


STATEMENT OF HON. DeWITT S. HYDE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MARYLAND 


Mr. Hype. Mr. Chairman and members of the committee, I was de- 
lighted to receive the notice that this committee was holding hearings 
on H. R. 8114, S. 1740, and also companion bills which included my 
bill, H. R. 7233. 

I feel that. one of these bills, or a bill like them, is absolutely neces- 
sary to straighten out what amounts to an unfair situation existing for 
nine beneficial associations. 
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As a matter of fact, when the appropriation bill was on the floor a 
few weeks ago I offered an amendment which I am sure would have 
taken care of this situation, but, unfortunately, a poimt of order was 
‘aised against the amendment and the point of order was insisted upon 
and, therefore, the situation was left as it is now. 

Now, I think the committee is aware of the fact that these employee 
beneficial associations have been operating within the various depart- 
ments of our Government for more than 25 years and have served a 
real purpose for our employees and beneficiaries. As a matter of fact, 
I have a good deal of personal knowledge about it, quite a few mem- 
bers of my own family having been involved as policyholders in these 
beneficial associations. 

In amending section 10 of the Federal Employees’ Life Insurance 
Act, I think Congress intended that all beneficial associations desir- 
ing to be taken over by the Civil Service Commission would be taken 
over before August 17 of this year, and this amendment was approved, 
I am sure, by the Congress to assure the continuation and protection of 
insurance policies held by both former and present employees alike. 

Moreover, I certainly feel that the Congress could never leave itself 
before the people of the United States in the position of having de- 
stroyed the life insurance—and in some cases the only life insurance— 
of thousands of Government employees throughout the country. Con- 
gress just simply cannot afford to be in that position before the people 
of the country. 

It is my understanding that, if Congress does not authorize the Com- 
mission to draw on the insurance reserve fund as needed to take over 
the assets and liabilities of the remaining nine associations, the ultimate 
result will be the insolvency of these associations and the loss of in- 
surance benefits by members and their dependents. 

Mr. Davis. Some 95,000 people, I believe ? 

Mr. Hyver. That is my recollection of the number involved, Mr. 
Chairman. 

Mr. Davis. Nearly twice as many as those that have been taken care 
of already. 

Mr. Hyper. That is my understanding of the figures, Mr. Chairman. 

In the interest of time, that is the extent of my testimony this morn- 
ing, Mr. Chairman, and I certainly want to thank you for the oppor- 
tunity to appear before this committee. 

Mr. Davis. We are glad to have you as an author of one of these bills, 
and appreciate your statement. 

I was looking at your bill, H. R. 7233, here, and the copy which I 
have purports to amend section 5 (e) of the act of 1954. Is that a 
misprint? Should it be 5 (c) ? 

Mr. Hype. I think it is; yes. 

Mr. Davis. Any questions ? 

Mr. Sanrancevo. I would like to ask the Congressman; am I correct 
in my assumption that the act, Public Law 356, did not specify that 
16 associations should be taken care of and the other 9 left out? 

Mr. Hyver. That is right. There is nothing in any of the laws that 
have passed, as I understand it, that made any distinction between the 
associations. 
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Mr. Sanranceto. Does it seem to be an arbitrary act on the part 
of the Commission in selecting 16 which it would supervise and take 
over and leaving out the other 9? 

Mr. Hypr. No. I do not think it is a matter of arbitrariness. I 
am not thoroughly acquainted with the legal difficulties, but I do not 
think it was an arbitrary matter. I thmk they found themselves 
against an impossible fiscal situation. 

Mr. Santancero. Is it because of shortage of funds or because of 
any provision of law that caused the Commission to leave out the nine 
associations ¢ 

Mr. Hype. On the technical reasons as to just why they have not 
been able to take over the associations that are not in, in the interest 
of accuracy I would prefer that you get the answers from a member 
of the Commission. I do not feel I am sufficiently acquainted with 
the technical facts to answer that question. 

Mr. Santanceo. I intend to ask the question of the Commission, 
but I thought perhaps you had that information. 

Mr. Davis. Any further questions? 

Thank you, Congressman Hyde. 

Mr. Hyper. Thank you. 

Mr. Davis. The next witness is Congressman John F. Baldwin, Jr., 
of California. We will be very glad to have your statement, Congress- 
man Baldwin. 


STATEMENT OF HON. JOHN F. BALDWIN, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Batpwin. Thank you, Mr. Chairman and members of the com- 
mittee. 

I desire to testify in favor of S. 1740 and companion House bills. 
I have a great many Federal retired employees in my district because 
of the existence of Mare Island Shipyard in that area, with approxi- 
mately 9,000 employees, and the Benicia Arsenal, with about 3,000 
employees. 

1 have received many letters from those who have retired and some 
who are still covered by the War Department Beneficial Association 
and by the Navy Department Beneficial Association expressing great 
concern as to what their future will be if we do not take action to make 
possible the taking over of these beneficial association policies by the 
Federal Government. 

It is certainly my understanding that the intent of Congress in 
passing the Federal Employees Group Life Insurance Act of 1954 
was to treat all members of these beneficial associations equally: and 
I am convinced it was the intent of Congress at that time that all these 
groups should be taken over; and I would like to urge that the com- 
mittee give favorable consideration to this legislation to take care of 
the situation that these 95,000 members now face. If we do not take 
action, they are faced with the prospect of these associations going 
bankrupt at the very time they are in greatest need. I am sure it is not 
the intent. of Congress that this should happen to these 95,000 people. 
Thank you. 

Mr. Davis. We thank you very much for that statement. 
Any questions ? 
Thank you very much. 
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Mr. Batpwin. Thank you. 

Mr. Davis. Congressman Lankford, of Maryland, due to other 
pressing business, is unable to be here. He has submitted a statement 
in behalf of this legislation which, at his request, will be entered in the 
record at this point. 

(The statement referred to is as follows :) 


STATEMENT OF Hon. RicHarp E. LANKFORD, OF MARYLAND 


Mr. Chairman, and members of the committee, for the record, permit me to 
identify myself. I am Richard E. Lankford, I have the honor to represent 
the Fifth Congressional District of Maryland in the 85th Congress. Sinee as 
many, if not more, Federal employees reside in my district than in any other, 
I am acutely aware of their problems. And one of the problems facing many of 
my Federal-worker constituents is that they will be adversely affected unless 
funds are granted the Civil Service Commission to take over the employee life 
insurance policies they hold which were issued by beneficial associations which 
are going out of business because they cannot compete with the Government's 
low-cost employee life insurance program. For that reason I introduced H.-R. 
7843 to provide the funds the Commission says it needs for this purpose. 

Two years ago Congress amended the Federal Employees’ Group Life Insurance 
Act of 1954 to authorize and direct the Civil Service Commission to take over the 
assets and liabilities of 25 nonprofit beneficial associations of Federal employees 
to assure the continuation and protection of insurance policies held by 155,000 
Federal employee members of these associations. The amendment established a 
deadline of August 17, 1957, to complete the transfer. However, funds provided 
were sufficient for the Commission to assume policies of only 16 of the associ- 
ations with about 55,000 employee policyholders. The purpose of my bill is to 
provide funds to make it possible for the Commission to complete the job it is 
directed by law to accomplish and take over the remaining 100,000 policies. In 
all fairness to these 100,000 employees, steps should be taken to comply with the 
law enacted in their behalf. Unless prompt action is taken to overcome this 
problem, these employees stand to suffer irreparable damage and the Government 
could very well find itself the defendant in a great many lawsuits which would 
likely result. 

My bili would authorize the Commission to draw on the insurance reserve 
fund as necessary to complete the assumption of the assets and liabilities of the 
remaining nine associations. The Commission has estimated that the amount 
of funds required would not exceed $180,000. 

Employees who hold policies issued by 1 of the 9 remaining associations will 
be disadvantaged through no fault of their own unless funds are made ayail- 
able in time for the Commission to carry out the mandate of the Congress before 
the August 17 deadline. It seems to me that it would be grossly inequitable not 
to provide the same benefit for policyholders in the associations not yet taken 
over which has already been made available forthe benefit of policyholders in 
the 16 groups that have been taken over by the Commission. 

Such a situation would be inequitable also from the point of view that the 
future of the nine remaining associations has been jeopardized by the enactment 
of the Federal Employees’ Group Life Insurance Act of 1954 since these groups 
cannot compete with this low-cost employee life insurance program. 

On behalf of the thousands of Federal employees who will be seriously damaged 
and discriminated against unless the relief proposed by my bill is provided, I 
strongly urge early and favorable action on this proposed legislation. 


Mr. Davis. The next witness is Mr. W. A. Kenyon, secretary- 
treasurer, War Department Beneficial Association, representing War 
Department, Navy Department, Treasury Department, Interior De- 
partment Employees Benefit Associations. 

Is Mr. Kenyon present ? 

Have a seat, Mr. Kenyon, and proceed with your statement. 
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STATEMENT OF W. A. KENYON, SECRETARY-TREASURER, WAR 
DEPARTMENT BENEFICIAL ASSOCIATION, REPRESENTING WAR 
DEPARTMENT, NAVY DEPARTMENT, TREASURY DEPARTMENT, 
AND INTERIOR DEPARTMENT EMPLOYEES BENEFIT AS8SO- 
CIATIONS 


Mr. Kenyon. By section 10 of the Federal Employees’ Group Life 
Insurance Act of 1954, as amended, Public Law 356, 84th Congress, 
approved August 11, 1955, the Congress rovided for the assumption 
by the Government ‘of the insurance ob igations of 25 Government 
employee group life insurance associations, conditioned upon the con- 
tinued payment of dues by the members and the transfer to the Gov- 
ernment of the assets of the associations. These associations are not 
life-insurance companies and do not have the corporate structures 
required of insurance companies. They are voluntary employee or- 
ganizations which have operated within the various executive depart- 
ments of the Federal Government. Upon adoption of the original 
group life insurance program these nonprofit associations of Federal 
employees were faced with ultimate extinction and the consequent 
loss of insurance benefits by their members which theretofore had been 
voluntarily maintained by many thousands of present and former 
Government employees. 

Under mandate from Congress, the Civil Service Commission pro- 
ceeded to negotiate assumption agreements with all of the 25 asso- 
ciations and the transfers of 16 associations were completed last year. 
Due to lack of funds the Commission was compelled to cancel assump- 
tion dates and suspend negotiations with the remaining nine associa- 
tions, and has announced that it will be unable to proceed further 
until additional funds are available. It is respectfully submitted that 
there is no basis for considering that the members of these nine asso- 
ciations are less deserving of insurance protection than the members 
of other associations whose insurance agreements have already been 
assumed by the Civil Service Commission. Collectiv ely, these nine 
associations when their life-insurance agreements have been assumed 
by the Civil Service Commission will deposit in the employees’ life in- 
surance fund more than $16,500,000. This sum, together with the con- 
tinued collection of premiums from members of the associations, will 
be ample to pay claims arising for a long period of time, and any con- 
tribution by the Government w will be negligible over the next quarter of 
a century. Actuarial projections indicate that the ultimate cost to 
the employees’ life insurance fund if the Government takes over and 
administers the insurance agreements of these nine associations will 
be $22 million, payable from this fund, which is made up of employees’ 
contributions (two- thirds) and the Government’s contribution (one- 
third) of the present life-insurance premium, plus assets received from 
the 16 beneficial associations whose insurance agreements have been 
assumed and premiums being continually received from their former 
members. It is believed that Congress has ev ery desire to be as fair 
with employees of one branch of “the Government as with another, 
and the inequities of the situation can be corrected by authorizing the 
Civil Service Commission to use such additional amount as necessary 
from this fund. While these associations would immediately transfer 
many millions of dollars into this fund and premiums from insured 
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members would continually flow into it, the law limits its use to premi- 
um payments under insurance policy or policies purchased “and for 
any expenses incurred by the Commission in the administration of 
this act within such limitations as may be specified annually in the 
appropriation acts.” It is apparent, therefore, that the Commission 
must be authorized to use a very small part of this fund for payment of 
expenses incurred in assuming and maintaining the assets and liabil- 
ities of the associations referred to in section 10—an infinitesimal sum 
when compared with the large additions which will immediately be 
transferred to the fund by these nine associations. The Commission 
will have such authorization provided S. 1740 now before your com- 
mittee is enacted into law. 

Around 30 years ago there was a real need for group life insurance 
at low cost so employees of the Government could provide for necessary 
burial expenses. This need was frequently brought to the attention 
of administrative officers by welfare workers. It was to meet this need 
that the various beneficial associations were organized. Heads of 
departments supported such organizations and administrative officers 
encouraged their employees to join the associations. Again, during 
World War II the associations were brought to the attention of all of 
the greatly enlarged personnel. Asa result, membership doubled dur- 
ing that period. Most of this personnel was recruited in the various 
States where wartime activities were located. _It was composed of men 
above draft age and of women, Many of them were fathers or mothers 
of young men and women who had entered the Armed Forces, They 
patriotically desired to lend their services in any way they could be 
utilized. During such service, many of them joined the association 
offering membership to employees in the branch of Government in 
which they were employed. At the end of the war these emergency 
activities were discontinued and employees returned to private life 
in their home States. Many of them are now over 60 years of age. 
They have each paid many hundreds of dollars dues to keep their 
insurance in force. If they should lose it they would not be able to 
secure other insurance except at greatly increased cost which most could 
not afford to pay. It is estimated that 30 percent of the membership is 
composed of such members. Many have advised that they have no 
other insurance. It is also estimated that another 25 percent of the 
membership retired before group life insurance became available to 
Government employees. Many of them have also advised that’ they 
have no other insurance, nor could they secure other insurance except 
at premium rates most could not afford to pay. It is estimated that not 
over 15 to 20 percent of the membership reside in or adjacent to the 
District of Columbia. All members have made earnest effort, and 
many at great sacrifice, to provide an adequate burial fund. © The 
associations have been at a decided disadvantage since 1954 when 
group life insurance, of which the Government pays one-third of the 
premiums, became available to present employees. It is not possible 
to secure new members because the associations are prohibited from 
soliciting new members in competition to insurance now being offered 
by the Government. It will not be possible to keep in force until 
maturity the amount of insurance secured by members prior to 1954 
without the addition of younger members to the groups. 
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It would be very discriminatory not to offer members of 9 assecia- 
tions, who made earnest effort to provide for burial expenses many 
years ago, the same insurance protection as members of 16 other as- 
sociations whose insurance agreements were assumed last year under 
the Federal Employees’ Group Life Insurance Act of 1954, as amended, 
and for no other reason than that some happened to have been em- 
ploy ed in 1 of the 16 branches of Government where the Civil Service 
Commission had funds to assume and service the particular associa- 
tion which they had joined while others happened to have been em- 
ployed in other branches of Government and joined 1 of the 9 associ- 
ations which the Commission did not have sufficient funds to take 
over. Most of the discrimination would occur between residents of 
the same States. Under the law, members of one association are just 
as much entitled to have their insurance protected as are members of 
all other associations. 

In conclusion it is respectfully submitted that the Congress should 
enact into law S. 1740 so that the present inequities and discrimination 
will be corrected. The War Department Beneficial Association feels 
that a strong moral obligation rests upon the C ongress, particularly in 
view of the fact that within a short time after the C ongress amended 
section 10, effective August 11, 1955, a meeting of the board of directors 
of this association, duly held, enacted a resolution requesting the Civil 
Service Commission to enter into an arrangement to assume its insur- 
ance agreements in accordance with the provisions of said section. On 
December 6, 1955, at.the request of the Commission this association fur- 
nished its history, annual reports covering its period of existence, and 
related data. On February 1, 1956, the Civil Service Commission 
agreed to extend the time for the consummation of the arrangement 
until June 30, 1956. On March 30, 1956, the Civil Service Commission 
informed the association that it would be taken over on June 15, 1956, 
and submitted its officially approved, unsigned agreement for execu- 
tion by the association for such purpose ; suggested that certain forms 
be completed by the association for each of its members: suggested that 
a letter be prepared and mailed to each member informing them of this 
arrangement; and requested that a certain resolution be : adopted by the 
association with respect to its trust fund held by the Washington Loan 
& Trust Co., with a proviso that the resolution could not be changed 
without the consent of the Commission, all of which requests were com- 
lied with by the association, except the mailing of letters to its mem- 
fiers: withheld at the request of the Commission. Thereafter the Com- 
mission requested the hquidation of all real estate notes held by the 
Association, at discounts if and when necessary, and directed that the 
proceeds thereof be invested in United States Treasury bonds. The 
Civil Service Commission conferred with officials of said trust com- 
pany with respect to said notes and the investment of the funds re- 
ceived therefrom. As a result of the sale of said notes, such United 
States Treasury bonds in the sum of $1,545,000 were purchased by the 
trust company as suggested by the Civil Service Commission, whose of- 
ficials conferred with the United States Treasury Department with 
respect to the type of bonds to be purchased. 

Although this association complied with all requests, suggestions, 
and directions of the Civil Service C ommission, it was informed on 
May 7, 1956, that the Commission would suspend the assumption date 
until it knew the exact amount of money available for such purpose. 
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Notwithstanding the suspension of the assumption date, the Commis- 
sion still continued to confer with the association with respect to the 
investment of funds and the sale of real estate notes, and with the In- 
ternal Revenue Service with respect to taxes, if any, payable on profits 
derived from the sale of securities held by the association. 

As a result of the compliance with the suggestions and directions of 
the Civil Service Commission, this association has sustained a mone- 
tary loss approximating $155,111, consisting of the following items: 


Net loss in value of Government bonds purchased________-__________ $127, 282 
DTmGett OC TORMCRURCS 1UCON BONERS oe ie wens ie eae 12, 007 
Riis UU I i apts os oie snc pean an alate chee or 11, 000 
Preparing forms requested by the Civil Service Commission and ad- 

dressing envelopes. 2s co nic Siege tages dette repiete b-actin anced 3, 053 
Cont Gl SLOSS CVO e i 5 oh pees ene ieee 869 
SUEUR LOONIE RENN een eeaumseainanaiiienaaiiniaie ambien 900 


Additional losses are continuing daily by reason of the sale of real- 
estate notes and investment in United States Treasury bonds yielding 
a much less rate of interest. Other associations have likewise sustained 
similar losses for the same reasons. 

The monetary loss of the War Department Beneficial Association, 
alone, nearly equals the amount the Civil Service Commission claims 
it needs to assume the insurance agreements of all nine associations 
under the mandate of the Congress. 

Under the circumstances enumerated above, we earnestly pray that 
S. 1740 be favorably reported by this committee and enacted into law 
at this session of the Congress so that the Civil Service Commission 
may carry out its moral and legal obligations resulting from its actions 
as herein set forth. It is the only way through which the insurance 
of the members of these 9 associations, residing in various parts of the 
United States, can be given the same protection which has scotia been 
extended to the members of the other 16 associations. 

The enactment into law of S. 1740 will provide the means by which 
the United States Civil Service Commission may fully perform and 
complete its present legal obligation with the beneficial associations 
in whose behalf I am speaking today. The definiteness and finality 
of this obligation is crystal clear, and is reflected by the letter of the 
Commission to the Navy Department Beneficial Association dated 
April 26, 1956, a copy of which I respectfully request be incorporated 
into the record. 

(The letter referred to is as follows :) 

Unirep States Crvit Service CoMMISSION, 


BUREAU OF DEPARTMENTAL OPERATIONS, 


Washington, D. C., April 26, 1956. 
Mrs. A. C. POWELL, 


Business Manager, 
Navy Department Beneficial Association, 
Washington, D. C. 

Dear Mrs. Powett: The following instructions should be observed in dispos- 
ing of certain assets of your association incident to their transfer to the Life 
Insurance Fund: 

DISPOSITION OF TREASURY BONDS 


Series F savings bonds which have not matured should be turned over to us 
accompanied by the following documents as required by the Treasury Depart- 
ment in effecting change of registration : 

1. An assignment in duplicate, executed on the enclosed form. This assign- 
ment should be signed by the person or persons authorized by your board of 
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directors te sell, assign, or transfer the assets on behalf of the association, to 
the Life Insurance Fund. 

2. A copy of the action of the board of directors, certified by the secretary, 
authorizing the person or persons mentioned above to act on behalf of the 
association in transferring its assets to the Life Insurance Fund. 

3. A copy of the constitution and bylaws of your association in effect at the 
time assignment is made. This should include the amendment giving the board 
of directors authority to transfer the assets to the Life Insurance Fund. These 
documents should be certified by the secretary of your organization. 

4. If the amendment to your constitution and bylaws mentioned above require 
approval of any State or other local official, or filing in a particular office, 
proof that this has been done should be furnished to us. If this is not required 
you Should so inform us. 

5. After receipt of the bonds and documents enumerated herein, we shall 
then arrange with the Treasury Department for change in registration of the 
bonds to the Civil Service Commission. 

Since your bearer bonds involve no change in registration they should be 
turned over to us when your assets are transferred. No further action will be 
necessary on your part. 


DISPOSITION OF FURNITURE AND FIXTURES 


In order to establish the actual book value of your furniture and fixtures 
the following is considered the average useful life in years of such equipment 
and should be used in determining its book value: 


Accounting, adding, calculating, addressograph machines______________- 10 
I set aaktcialedetiielicn Daal abel snasl at nlite wines chee tial 10 
Chairs (swivel and typist) _----------_~~ Fa co ale a a id 16 
Ne eee ee ee ee ade ee ee ; 20 
Se ere aca. Li bettie So ve Pee ea ee 10 
SE OO ooo ct ci ncbilais dis cceininwsieps sin Sabece dee). atgbts depbendeinuc 15 
i Ril tc calcite hie si ; py " 10 
ht st cctaeketp hos trhernieraineieadombe ofa a aliadokcie Deets os 15 
LT ok, cited Wewak sts tenttslihen ide wgnststanl ao tate ab us aan Solar ace " 5 


The book value after applying the above should be listed on the schedule 
furnished you. You should also inform us of your estimate of the condition 
of this equipment (good, fair, poor), as well as the other information requested 
in the schedule. 

You should proceed to obtain bids from three dealers in used furniture, fix- 
tures, and equipment and let us know the bid prices of each. We will then 
advise you further in the matter. 


PREMIUM DIVIDEND REFUNDS 


At the time the assets of the association are transferred to the Life Insurance 
Fund we shall provide you with the wording of a letter to be addressed by you 
to the Shenandoah Life Insurance Co. in connection with this item. 


FIRST TRUST MORTGAGE NOTES 


These notes are to be disposed of by the American Security & Trust Co. within 
a period not to exceed 6 months at a discount of not more than 3 percent on a 
4 percent note and at a discount of not more than 2 percent on a 4% percent note. 
Notes disposed of between now and June 30, 1956, will be invested in United 
States Treasury 2% percent bonds due December 15, 1958-56 which will be turned 
over to the Commission at the time of transfer of assets of the association. 
Proceeds from the sale of the above notes received on or after July 1, 1956, will 
be paid directly by the American Security & Trust Co. to the Civil Service Com- 
mission. It is understood there will be no charge for the sale of the notes except 
the bank’s usual service charges which have amounted to approximately $4,500 
per year in the past. 


AMERICAN SECURITY & TRUST AGENCY ACCOUNT 


All cash and Government bonds in the account on June 30, 1956, will be trans- 
ferred to the Civil Service Commission. 
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WINDING UP EXPENSES 


You will be permitted to retain a reasonable amount for windup expenses after 
June 30, 1956. You should furnish us with an estimate of the nature and amount 
of expenses you expect to incur for this purpose as well as the length of time you 
expect this period to last. 

Sincerely yours, 
R. E. Frvpiay, 
Chief Accountant, Retirement Division. 

Mr. Davis. Thank you for your statement, Mr. Kenyon. 

Mr. Kenyon. Thank you for the opportunity to appear. 

Mr. San'ranceto. Mr. Chairman, may I ask the gentleman a ques- 
tion ¢ 

Mr. Davis. Mr. Santangelo. 

Mr. Santancero. Do I understand your association lost approxi- 
mately $155,000 by reason of directions of the Civil Service Commis- 
sion to prepare to turn over the assets of the association to the Civil 
Service Commission ? 

Mr. Kenyon. Yes. We have a monetary loss at this time of about 
that amount. 

Mr. Sanrancero. And if your association is not taken over by the 
Civil Service Commission, what will happen with the $16,500,000 assets 
they have ? 

Mr. Kenyon. The $16,500,000 are the total assets of all nine remain- 
ing associations. 

Mr. SANTANGELO. What happens to those funds ? 

Mr. Kenyon. They will remain as assets of the associations until 
they are exhausted. 

Mr. SantancGeE.o. Your only alternative is to continue to operate ? 

Mr. Kenyon. That is the only thing we can do. 

Mr. Sanrancexo. If you liquidate, the amount of each policy would 
be about $170; would it not ? 

Mr. Kenyon. I presume that is true. We would not be permitted 
to liquidate, I am sure, without the consent of every member of the as- 
sociation, which, of course, we would be unable to get anyway, so I 
do not see that we have any other alternative than to operate as long 
as we have funds to pay the premiums to the underwriting companies. 

Mr. Sanrancevo. And if you continued to operate, ultimately some 
of the people now covered would not be paid because you would not 
have sufficient funds? 

Mr. Kenyon. That is right. The younger members probably would 
not be protected. We are unable to get any new members, and about 
all we could do is to continue to operate as long as we have funds. 

Mr. Santancexo. Thank you. 

Mr. Davis. Thank you, Mr. Kenyon. 

I want to ask the witnesses who have not been heard, if they will, to 
simply highlight their statements and let the statements go into the 
record. We have still some 7 or 8 witnesses to be heard, and I am 
afraid we will not get to hear them this morning unless we follow that 
course, and if we do not complete the hearing this morning I do not 
know when we will be able to get another meeting of this subcommit- 
tee, and if we do not finish this morning it may be prolonged unneces- 
sarily. So I will ask each witness from here on to please just high- 
light the statements and let the entire statement go in the record. 


94736—657——3 
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The next witness is Mr. Mike Nave, president of the Post Office 
Employees’ Benefit Association, Chicago, Il. 
e will be glad to have you make your statement, Mr. Nave. 


STATEMENT OF MICHAEL C. NAVE, PRESIDENT, CHICAGO POST 
OFFICE EMPLOYEES’ MUTUAL AID ASSOCIATION 


Mr. Nave. Thank you very much, Mr. Chairman and members of 
the committee, 

My name is Michael C. Nave, president of the Chicago Post Office 
Employees’ Mutual Aid Association, consisting of 8,075 members, all 
of whom are employees or former employees of the Chicago post office. 

Mr. Davis. How many members? ’ 

Mr. Nave. 8,075 as of today. 

At the very outset, I would like to establish the fact that our associa- 
tio is in no sense an insurance Company, nor are our members rein- 
sured with any line insurance company. Rather, ours is an unincor- 
porated beneficial association started many years ago for the sole pur- 
pose of avoiding the need for “passing the hat” to help defray funeral 
expenses when a coworker died. Current death benefits are $500, for 
which members are assessed $7 per year. By extremely frugal man- 
agement during its entire existence, and particularly during the 
past 25 years to which I can personally attest, we managed to survive 
and meet our obligations, 

Our difficulties, however, increased tremendously with the enact- 
ment of Public Law 598 during the 2d session of the 83d Congress, 
Testimony during the hearings held in connection with the measure 
made it clear that in the face of competition of the Federal group life 
insurance program, beneficial associations such as ours could not 
survive. Because of the many convincing arguments in this respect, a 
provision was made in section 10 of the law to permit the Civil Service 
Commission to make an arrangenient with associations such as ours 
to take over the liabilities we had for people who no longer were in 
the service. Thus the law sought to cover those people who had 
left the service by retirement who would not be insured under the 
Federal group life insurance program and who, because of advanced 
age, would find it expensive or impossible to acquire new insurance. 
This feature, however, was coupled with the impossible condition that 
all members of the association continuing in the service would have 
to forfeit their equity. 

The difficulty in generally meeting this latter condition was rec- 
ognized by Congress, and a year later it modified section 10 to the 
extent that the Civil Service Commission was authorized to take over 
the agreements of all members who wished to continue their mem- 
bership at the fixed organization rate, not the bargain rate prevail- 
ing in the Federal group life insurance program. eas 

Our application was favorably acted upon by the Civil Service 
Commission. Under its direction we proceed step by step to meet 
all legal requirements. In getting the program underway we: were 
yarticularly cautioned not to take in new members, nor to reinstate 
apsed members. In other words dissolution of the organization 
actually began with the application. We have religiously lived up to 
and met every requirement of the Civil Service Commission. 
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For more than a year now we have been waiting completion of the 
agreement. However, on May 7, 1956, we were advised by the Civil 
rvice Commission as follows: 


The scheduled June 1, 1956, date for assumption of your association’s life in- 
surance agreements has been suspended pending authorization of a definite 
expense limitation for fiscal year 1957 for maintenance of employee beneficial 
association life insurance agreements. 

The Congress, both in the 1954 Insurance Act and the 1955 amendment to 
section 10, has clearly and unmistakably expressed its intention to protect the 
life-insurance agreements of members of nonprofit associations of Federal and 
District of Columbia employees. This expressed intention leaves little doubt 
that the funds required to maintain the insurance agreements of your mem- 
bers will be authorized either in the fiscal year 1957 appropriation bill or in 
some subsequent appropriation action. However, both this Commission and 
your association would be in an untenable position if we were to assume too 
many life-insurance agreements and have to discontinue necessary maintenance 
work, such as sending premium notices and accounting for remittances, because 
of lack of authorized funds before the end of fiscal year 1957. We must there- 
fore suspend assumption until we know the exact amount of money available 
to us. 

As soon as Congress has acted on our request for funds, we will advise 
you whether we can fix a new assumption date. Meanwhile, you should con- 
tinue your regular operations, including collecting premiums from your mem- 
bers as they become due. We also suggest you continue preparation for assump- 
tion of your life-insurance agreements, but take no action toward advising your 
members to discontinue premium payments to your association. 

Since the Congress, this Commission, and your association share a desire to 
afford maximum protection for the life-insurance agreements of your members, 
this temporary delay should not occasion any concern on their part. 

Again as late as May 9, 1957, the Civil Service Commission advised 
us that because of limited appropriations it was prevented from under- 
taking any further assumptions. It stated, and I quote: 

For fiscal year 1958, the Commission has asked for $233,000 to be made avail- 
able from the employees’ life insurance fund for reimbursement of its admin- 
istrative expenses. Action on this request has already been completed by the 
House of Representatives. The independent offices appropriations bill, H. R. 
6070, as passed by the House, contains an approved expense limitation of $123,800 
for group life insurance workload. This amount is a slight increase of $6,300 
over this year’s authorized spending level (to take care of contributions to the 
retirement fund, required by law in 1958) but a reduction of $109,200 in the 
budget estimate. The Commission, in its April 3, 1957, testimony before the 
Senate Subcommittee on Appropriations, has asked for restoration of the entire 
$199,200 reduction made by the House. However, a final decision has not been 
made by the Senate committee. 

In acting on the 1957 supplemental insurance expense limitation request last 
week, the House Appropriations Committee did not authorize any increase from 
the present spending level of $117,500. Such action, if it becomes final, will 
prevent any further assumptions. 


We importuned Senate and House conferees, but in the final judg- 
ment of the appropriation measure Senate conferees yielded to the 
House. Despite efforts made by Congressman Yates, one of the con- 
ferees, we were not successful in getting an audience with another 
conferee, Congressman Thomas of Texas, who we understand spear- 
headed the opposition to granting the Commission further funds. 
His position has been sustained. 

In consequence we find ourselves in dire circumstances with S. 1790 
our only hope for a satisfactory solution to our difficult situation. 
We are perhaps the hardest hit of all associations in this impasse 
between the Civil Service Commission and Congress. As of today our 
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agsets are $18,219.23, barely suflicient to continue our operation for 
another 2 or 3 months. 

We therefore earnestly urge your speedy and favorable anaiies as 
tion of S. 1790 in order to protect many of our retired members, who 
in the final analysis will be the real sufferers in spite of laws enacted, 
and specifically designed to protect them. 

Mr. Davis. Thank you, Mr. Nave. 

We have four witnesses representing various associations and groups 
which I will be glad to take up at this time if they will shorten their 
statements down to just highlighting them and let them go into the 
record as if read. We want to get to Mr. Irons and Mr. Ruddock 
of the Civil Service Commission. The committee wants to get quite 
a bit of information from them. 

If you will follow that procedure, we will now take up these other 
witnesses, 

First, Mr. Frank Wilson, president of the National Association of 
Retired Civil Employees. 


STATEMENT OF FRANK WILSON, PRESIDENT, NATIONAL ASSOCIA- 
TION OF RETIRED CIVIL EMPLOYEES 


Mr. Wurson. Mr. Chairman, and members of the committee, I was 
favorably impressed with the opening statement of the chairman and 
particularly his request that, in view of the time element, that he was 
anxious to get this hearing over this morning. 

Mr. Davis. We realize, Mr. Wilson, that time is very important in 
getting this legislation through. If we do not wind it up this morn- 
ing it may prolong it quite a bit. 

Mr. Wison. In view of that, Mr. Chairman, we want to cooperate 
with you and we will file our statement with your permission. 

Mr. Davis. We are glad to have it and it will have the careful con- 
sideration and thought of the subcommittee. We are glad to have 
your statement. 

Mr. Witson. Thank you, Mr. Chairman, and members of the com- 


mittee. 


STATEMENT OF FRANK J. WILSON, PRESIDENT, NATIONAL ASSOCIATION OF RETIRED 
CIvIL EMPLOYEES 


Mr. Chairman and members of the committee, my name is Frank J. Wilson. 
I am president of the National Association of Retired Civil Employees, an organ- 
ization of retirees receiving annuities under the Civil Service Retirement and 
Disability Act. Our association is over 36 years old and has more than 92,000 
members in 625 chapters and 23 federations of chapters in 48 States. 

I appreciate the privilege of appearing before you today and hope that what- 
ever I present may be of value to you. Needless to say, we are greatly con- 
cerned with the pending legislation. I want to congratulate the members of the 
committee for taking this matter up promptly, as the deadline for conclusive 
action is fast approaching. Our association whole-heartedly supports the 4 
bills under consideration, H. R. 7233, H. R. 7843, H. R. 8114, and 8S. 1740, which 
will grant early relief to these insured employees and former employees of the 
Government. 

The deep interest taken by many Members of Congress in this legislation is 
appreciated. The solution of the problems involved takes various paths and it 
seems that the greatest good to all concerned would follow from the procedure 
cutlined in these bills, which propose an amendment to the Federal Employees’ 
Group Life Insurance Act of 1954 providing that the payment of the expenses 
incurred in assuming and maintaining the assets and liabilities of the remaining 
nine association be paid from the group life insurance fund. 
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The history of Government employees’ beneficial insurance associations indi- 
cate that with the direct sanction of the Government and agencies they were 
permitted to carry on their activities in Government offices because it was felt 
by all that they filled a void in the personne] relationship between the Govern- 
ment and the employees long before the enactment of the Government group 
insurance plan and even before the Civil Service Retirement Act became a law. 
These nonprofitable associations are not life-insurance companies and do not have 
the corporate structures required of insurance companies. Unless Congress acts 
they are faced with ultimate extinction and the consequent loss of insurance 
benefits to the many thousands of present and former Government employees. 
These associations have paid out about $34 million in death claims to the great 
advantage of the employees, their widows, and dependent children. The small 
salaries in the early period of Government employment were not great enough to 
permit these employees to pay the large premiums required by the standard life 
insurance companies for such life-insurance protection. Consequently the bene- 
ficial insurance associations were organized. Their expenses and overhead were 
low and their premiums were much lower than the premiums of standard com- 
panies. 

About 20 percent of retired civil service employees are affected by the bills 
under consideration. It now appears that because of the passage of the Group 
Life Insurance Act of 1954 the future of these associations is in serious jeopardy. 
The anticipated coverage may not result or the premiums may have to be in- 
ereased substantially. These people are too old now to be insurable risks with 
most old line companies and their small retirement pay is too meager to permit 
them the high premiums of companies which would insure them at their ad- 
vaneed age. 

Instead of “passing the hat” when an employee died while in civil service with- 
out burial funds these people, proud of their positions as Government workers, 
contributed from their wages the amounts necessary to give them some protection 
in case of death. 

The policies in question provide payments at death of small amounts from 
$333 to $1,000. When these employees retired they felt assured their widows 
would have sufficient funds from this source to give them a decent burial. Now, 
because of unexpected legislation passed by Congress in 1954 they are no longer 
assured of this small amount for burial or for the support of their widow. It is 
causing them great concern and I have received many letters from all across the 
country expressing that concern. 

The remaining 9 associations, with some 95,000 members, are to be taken 
over by the Government, if and when the Congress makes available to the Civil 
Service Commission sufficient funds to carry out the law. The proposed bills 
will accomplish that purpose without direct appropriations. The insurance fund 
has large assets and the amount of money required under any of these bills is 
small. when compared (1) to the size of insurance fund, (2) to the amount of 
humane service the Congress will provide. Their present insurance plight re- 
sults from passage of the General 1954 Insurance Act. As a result the associa- 
tions are unable to enlist new members. While this legislation is pending, the 
associations remain in a dormant state as to the enrollment of new members 
and the further investment of association assets. 

The congressional intent, as shown by present laws, clearly demonstrated 
these associations were to be taken over by the Government and administered 
by the Civil Service Commission. These associations have kept their part of 
the agreement and the Government in its relationship with these insured people 
will undoubtedly recognize their plight and find a solution worthy for all con- 
cerned. 

T will not fill the record with a multitude of facts and figures but in closing, 
desire to leave one purposeful thought; the Government has successfully exe- 
cuted its trust with 16 of these associations—how could a different untenable 
position now be taken with respect to the remaining 9 associations which are 
the subject of the pending legislation? Surely there should be no discrimina- 
tion between relief for the various associations—consistency should be the de- 
termining factor in considering a solution of the pending problems, even if the 
humanitarian situation is disregarded. We are more than satisfied to know 
that the solution lies with our Representatives in Congress who are practical 
men and women from all walks of life in our great commonwealth and are loath 
to permit any agency or department of the Government to fail to carry out the 
mandates of Congress through the dearth of necessary operating expenses. 

] hope the Congress will take early and favorable action, I thank you. 
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Mr. Davis. The next witness is John McCart, legislative representa- 
tive, the American Federation of Government Employees. 


STATEMENT OF JOHN McCART, LEGISLATIVE REPRESENTATIVE, 
THE AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES, 
AFL 


Mr. McCart. Mr. Chairman, I, too, wish to cooperate with the wish- 
es of the committee to expedite the hearings. I would like to file our 
statement in the record. 

Mr. Davis. If you want to highlight it, you may do so. 

Mr. McCarr. For just a moment or two, Mr. Chairman. 

Tt seems to me the problem confronting the committee is a simple one. 
The 83d and 84th Congresses recognized the equity of the employees 
who had belonged to the beneficial life insurance programs over a num- 
ber of years. These programs were in existence and they satisfied a 
very great need over these years. Congress recognized that if action 
were not taken to protect the equities of the employees there would be 
a serious matter. Not only once did the Congress act in this respect, 
but twice, by confirming its earlier action in the 84th Congress. The 
witnesses have outlined to you the actual monetary loss that has been 
suffered by the associations thus far in acting in good faith on the 
wish of the Congress, as expressed in these laws. 

We earnestly urge, Mr. Chairman, that the committee favorably re- 
ort S. 1740, so that the House may take action and this problem may 
e resolved before the deadline of August 17, 1957. 

Mr. Davis. Thank you, Mr. McCart. Your statement will be made 

a part of the record. 
(The statement referred to follows :) 


STATEMENT oF JoHN McCart, AMERICAN FEDERATION OF GOVERNMENT 
EMPLOYEES 


The American Federation of Government Employees believes it is a matter of 
plain and simple justice to 95,000 persons who either are actively employed or 
have been retired or separated from the Federal civil service for the Federal 
Government to assume and maintain the assets and liabilities of 9 beneficial 
associations of which they are members. 

These remain out of the 25 associations that requested the Civil Service Com- 
mission to assume control and administer their affairs upon the authority of 
section 10 of the Federal Employees Group Life Insurance Act of 1954. 

There is less than 1 month remaining for definitive congressional action au- 
thorizing the Civil Service Commission to assume responsibility for the life in- 
surance agreements of these nine associations. Public Law 356, 84th Congress, 
stipulated that the Commission must take over these agreements not later than 
August 17, 1957. 

The AFGE recommends speedy action on legislation to assume and maintain 
the assets and liabilities of these associations. There are three bills before this 
committee—H. R. 7233, sponsored by Representative Hyde of Maryland, H. R. 
7843 by Representative Lankford, of Maryland, and H. R. 8114 by Representative 
Robeson of Virginia. The Senate has already passed S. 1740 introduced by Sena- 
tor Johnston, chairman of the Senate Post Office and Civil Service Committee, 
which would attain the same objective in the same manner as these House bills. 
It is hoped that appropriate action will be taken on whatever legislative pro- 
posal may be expedited so that it may become law within the brief period remain- 
ing. 

The immediate cost of these bills would be less than $17 million. This includes 
an estimated $16.5 million of assets of the 9 associations plus $76,500 as the 
expense of the acquisition, management, and disposition of assets of the 9 
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associations as well as the initial premium billing, collection, and establish- 
ment of accounting procedure for handling the accounts of the 95,000 members. 

The bills before this committee as well as the measure passed by the Senate 
would make the employees’ life insurance fund liable for all expenses involved 
in taking over these nine remaining associations. 

The proposal before this committee involves a matter of justice and fair deal- 
ing toward the 95,000 employees and former employees of the Federal Govern- 
ment. Congress realized that the passage of the Life Insurance Act would end 
the growth of all beneficial associations. They were in fact faced with extinction 
and this meant the loss of the insurance which this number of present or former 
Government workers had obtained through these associations. 

Twenty-five associations having assets totaling about $22 million requested the 
Civil Service Commission to take them over under section 10 of the Insurance 
Act as it was amended to provide for the assumption of the outstanding in- 
surance of these associations. The Commission assumed the insurance agree- 
ments of 16 associations having 52,000 members and assets approximating $5.5 
million. This action with respect to 16 of the 25 associations makes it imperative 
that the Government complete its bargain with the remaining 95,000 members. 

It is not only an implied obligation for the Government, but the Commission 
under congressional mandate, scheduled the assumption of control of the nine 
associations during June, July, and August of last year and so notified each as- 
sociation. Inasmuch as Congress failed to authorize the use of sufficient funds 
for this purpose, these associations could not be taken over. They have already 
lost more than $200,000 in converting certain of their holdings to cash and re- 
investment in Government bonds at the request of the Commission. 

We should not overlook the fact that many members of these beneficial associa- 
tions are at a time of life when they are completely unable to purchase life in- 
surance. They are no longer insurable, because of age or physical unfitness. So 
they cannot even replace the insurance they will lose if Congress does not act 
prior to August 17. 

It is clear, Mr. Chairman, that quick action is necessary if we are going to 
prevent a substantial loss to this large number of persons, most of whom can 
ill afford to be deprived of this protection. It is our recommendation that the 
committee will do whatever is needed to discharge this obligation of the Federal 
Government. We are grateful to this committee for making it possible for us 
to indicate and explain our interést in this yital issue. 


Mr. Davis. The next witness is Mr. Vaux Owen, president of the 
National Federation of Federal Employees. 


STATEMENT OF VAUX OWEN, PRESIDENT, NATIONAL FEDERATION 
OF FEDERAL EMPLOYEES 


Mr. Owen. Mr. Chairman, in order to save the time of the commit- 
tee, I would like to simply file the statement and ask that it appear in 
the record as if read. 

Mr. Davis. It will be put in the record at this point, and we thank 
you for your cooperation. 

(The statement of Mr. Owen follows :) 


STATEMENT OF VAUX OWEN, PRESIDENT, NATIONAL FEDERATION OF FEDERAL 
EMPLOYEES 


Mr. Chairman and members of the subcommittee, I am Vaux Owen, president 
of the National Federation of Federal Employees. I am accompanied by Mr. 
Henry G. Nolda, secretary-treasurer. 

We are appearing today in support of H. R. 7843 and related bills which 
would authorize the Civil Service Commission to utilize funds in the Federal 
employees’ group life insurnce fund to take over the policies in nine beneficial as- 
sociations which the Commission has not been able to take over because of un- 
availability of funds. Efforts to secure funds for this purpose through appro- 
priations have been unsuccessful, 

The need for favorable action on the bills is imperative, and surely is strongly 
indicated by every gage of what is just and equitable. 
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A Federal employee who has a policy in one of these 9 beneficial associations 
will be disadvantaged, through no fault of his own, unless sufficient funds are 
made available in time for the Commission to take over the policies before August 
17, 1957. 

Clearly, it would be the grossest kind of inequity not to provide the same bene- 
fit for policyholders in the associations not yet taken over which has been made 
available for those holders in the 16 associations that have been taken over by 
the Commission. 

It should be noted that such a situation would be a serious injustice, also, 
from the point of view that the nine associations not yet taken over no longer can 
operate effectively on their own, because it was recognized even at the time of 
its enactment that the Federal Employees’ Group Life Insurance Act would 
jeopardize the future of such associations. 

It has been stated that some legal opinion has been advanced to support the 
view that in the event of failure of the Commission to take over the policies of 
the nine remaining associations the Federal Government would find itself a 
defendant in a great number of suits. 

Without commenting one way or another upon the validity of this view, and 
having no knowledge as to whether action of this kind would be taken, we do 
wish to state emphatically that we do not believe that the necessity for any such 
steps should be permitted to exist. The legislation under which the Commission 
has taken over 16 beneficial associations provided for all of them to be taken 
over. The Commission has not completed the process, only because of lack of 
funds. 

May we point out that the National Federation of Federal Employees is not a 
beneficial association. We as an organization have no interest in any beneficial 
association. However, we do speak for hundreds of our members who will be 
seriously damaged and discriminated against unless the relief contemplated by 
the bills under consideration can be provided promptly. 

We urge favorable action by the subcommittee. 


Mr. Davis. The next witness is Mr. Thomas G. Walters, operations 
director, Government Employees’ Council, AFL-CIO. 


STATEMENT OF THOMAS G. WALTERS, OPERATIONS DIRECTOR, 
GOVERNMENT EMPLOYEES’ COUNCIL, AFL-CIO 


Mr. Waurers. Mr. Chairman and members of the committee, we are 
very happy to have the privilege of appearing this morning, and we 
will be delighted to file our brief, short statement in order to expedite 
these hearings. I would like to say, though, that I would like to ex- 
press my personal appreciation to the members of this committee for 
holding a hearing on Monday morning. It is not only something 
which manifests your deep interest and concern to rectify this most un- 
fortunate condition that has come about, but the chairman, having 
spent the weekend in his home district, I am sure, must have had to get 
out of bed about 3:30 or 4 o'clock in the morning to drive from Stone 
Mountain, Ga., all across to the airport. 

Mr. Davis. Four o'clock. 

Mr. Waurers. I knew that it had to be no later than 4 o’clock to get 
here for this early Monday morning hearing. I am sure that all of 
us appreciate this inconvenience that has come about by having this 
méeting on Monday morning. 

We do trust that this will early become law to take care of these 
people that find themselves in this most unfortunate circumstance. 

Thank you, Mr. Chairman. 

Mr. Davis. Thank you for your statement and for your cooperation. 
The statement will be entered in the record at this point. 

(The statement of Mr. Walters is as follows:) 
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STATEMENT oF THOMAS G, WALTERS, OPERATIONS Director, GOVERNMENT 
Emp.Loryers’ Counci, AFL-CIO 


Mr. Chairman and members of the subcommittee, by way of introduction, my 
name is Thomas G. Walters, operations director of the Government Employees’ 
Council AFL-C1O, 100 Indiana Avenue NW., Washington 1, D. C., phone Execu- 
tive 3—-2820 and Executive 3—2821. 

The Government Employees’ Council, AFL-CIO, is made up of 23 national 
and international unions whose membership, in whole or in part, are civil-service 
employees. The total Federal and postal employee membership of the Govern- 
ment Employees’ Council is more than 600,000. 

Mr. Chairman and members of the subcommittee, we are happy and delighted 
and appreciate the opportunity of appearing before this subcommittee to endorse 
the intent of H. R. 7843, by Congressman Lankford, and 8S. 1740, by Senator 
Johnston, and other related bills. 

We feel very keenly that the Congress is dutybound to make provisions for the 
Civil Service Commission to take over the remaining members of the beneficial 
associations that have been in operation for many years in the Federal Govern- 
ment. 

Approximately one-third of all the policyholders in these beneficial associations 
have already been taken over by the Civil Service Commission an dthe assets and 
liabilities of the other policyholders should be taken over by the Civil Service 
Commission in keeping with the group life insurance law that was approved by 
this Congress. It is my understanding that the only question involved is the ques- 
tion of finances. The basic law provides that the Commission deadline is August 
17, so we strongly recommend that the intent of H. R. 7843 and 8. 1740 be speedily 
enacted into law. 

Some of the best legal minds on Government operations are of the opinion that 
these policyholders, who are still on the outside awaiting the Civil Service Com- 
mission to assume the responsibility of their assets and liabiilties, would have 
good grounds for damage suits against the Government. 

We hear a great deal about discrimination but it is hard for me to see how 
anyone would not readily agree that the approximately 95,000 policyholders 
are being greatly discriminated against. The Civil Service Commission, as 
authorized by law, has already assumed the assets and liabilities of approximately 
50,000 policyholders. 

Mr. Chairman and members of the subcommittee, we beg of you to immediately 
favorably report this legislation to the full committee, with a unanimous recom- 
mendation that it be approved by the committee and by the Congress. 

Appreciate the opportunity of appearing before this committee on behalf of 
the 95,000 policyholders that need protection. I am also delighted to place the 
stamp of approval of the Government Employees’ Council, AFL-CIO, on the intent 
of this legislation, and express to you, Mr. Chairman and members of the com- 
mittee, our thanks and appreciation for scheduling and holding hearings. 


Mr. Davis. The next witness is Mr. Warren B. Irons, Director, Bu- 
reau of Departmental Operations of the Civil Service Commission. 

Is Mr. Ruddock accompanying you ¢ 

Mr. Irons. Yes. 

Mr. Davis. Gentlemen, do you have a prepared statement ? 


STATEMENT OF WARREN B. IRONS, DIRECTOR, BUREAU OF DE- 
PARTMENTAL OPERATIONS; ACCOMPANIED BY ANDREW E. 
RUDDOCK, CHIEF, RETIREMENT DIVISION, BUREAU OF DEPART- 
MENTAL OPERATIONS, CIVIL SERVICE COMMISSION 


Mr. Irons. No, sir. We do not have a prepared statement, so this 
will be shorter, as far as I am concerned. 

Mr. Davis. Suppose you give us your statement then and bring us 
up to date on this legislation, Mr. Irons. 

Just what is the status of it now and what is your view of it? 

Mr. Irons. Yes, Mr. Chairman. 
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This problem arose originally when the administration was spon- 
soring a group life insurance program for Federal employees. It was 
brought to our attention that there were a substantial number of em- 
ployees’ beneficial associations in existence who would find their con- 
tinued existence to be most difficult if the Federal Government offered 
group life insurance at very economical rates. 

ote. Davis. Give us a brief explanation of why those conditions 
existed. 

Mr. Irons. Before the passage of the Group Life Insurance Act, 
the only group life insurance available to any Federal employees, to 
my knowledge, was that. offered by the various employee beneficial 
associations that were operated by Government employees and others 
on their own time. With the injection of the Federal Government 
into the picture offering insurance at very low rates to Federal em- 
ployees, far lower than the insurance offered by associations, those as- 
sociations just could not meet the competition. At the time the admin- 
istration considered that problem and proposed to Congress, that as 
part of the Group Life Insurance Act, that it enact what ultimately 
became section 10, to provide that the Federal Government would as- 
sume the liabilities of those members of the associations that were re- 
tired or separated, those former employees who could not obtain the 
benefits of the group life insurance program offered by the Govern- 
ment. The legislation proposed by the administration required that 
all of the assets or the actuarial value of benefits for retired or sepa- 
rated individuals—whichever is the lesser—should be transferred to 
~ group life insurance fund as a part of the cost of paying for this 

enefit. 

Mr. Davis. Just what was the Government’s group insurance fund 
going to assume, what liabilities? 

Mr. Trons. It was going to assume the life-insurance obligations of 
the associations as they pertained to the retired and separated mem- 
bers of the associations. 

Mr. Davis. They were not going to assume any obligations owing 
to those employees who were still in service ? 

Mr. Trons. That is correct; it being the thought that the group life 
insurance program would take care of that would be a very good sub- 
stitute for it. 

Mr. Davts. Then in the event that the assets transferred, that the 
assets held by these associations, exceeded the liabilities which the Gov- 
ernment was going to assume, what happened to the remainder of the 
assets ? 

Mr. Trons. If that situation had existed, the remainder of the assets 
would have belonged to the association for the use of their remaining 
members. However, in no instance did that situation exist. The 
assets of the association in no instance were adequate to cover the ac- 
tuarial value of retired and separated members’ insurance. We tried 
to operate under that program for a year and there was only one asso- 
ciation that could comply with it—that was a small one, the Secret 
Service Beneficial Association—for the simple reason that apparently 
prior court cases, of which we were not aware at the time the original 
legislation was introduced, requires that in order to dispose of assets 
you must have unanimous consent. I think that is perfectly obvious 
that in any association with any substantial number of members, you 
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are not going to get all of them to agree to disposing of assets for the 
benefit of just retired and separated individuals. 

Mr. Davis. Just one objection, then, could prevent it? 

Mr. Irons. That is my understanding; one objection could prevent 
it. The Congress was made aware of that, and there were hearings 
before a subcommittee of this committee. I believe it was Congress- 
man Dowdy who was the chairman and, Judge Davis, you will remem- 
ber, you and Congressman Gross were members when this whole issue 
was explored. As a result the law was amended to provide that we 
would assume the assets of the associations and the liabilities of all 
of their members, whether retired or separated or active. That legis- 
lation was developed by a subcommittee of this committee working 
with the members of the employees’ beneficial associations and the staff 
of the Commission. It was enacted into law and we proceeded to oper- 
ate under it. 

The key to this issue is the fact that, under our legislation, all ex- 
penses, instead of coming from direct appropriations, come from 
the group life-insurance fund. By expenses I mean administrative 
expenses. 

That is, subject to expense limitations imposed by Congress. That 
is not an unusual situation.. The difficulty that we have found our- 
selves in is that we have never been able to convince the Congress 
of the total amount of money that is necessary to assume these liabili- 
ties. That is, again, the administrative expenses. We had enough 
money, or enough expense limitation-allowance, to assume the liabili- 
ties and the assets of 16 of the 25 associations covering about 50,000 
of the 145,000 total membership. We have not had authorization 
within this expense limitation to assume the obligations and the as- 
sets of the remaining nine associations. 

Mr. Davis. How was it determined, Mr. Irons, that the 16 in ques- 
tion would be assumed and that the 9 would not be assumed ? 

Mr. Irons. I am glad you asked that question, because I squirmed 
in my seat when I heard Congressman Santangelo ask if there were 
arbitrary action taken by the Commission. I wish to show it was not 
arbitrary. 

First, we proceeded with those beneficial associations which filed 
first and, secondly, beneficial associations making progress in com- 
plying with our requirements, such as sending out a referendum to 
see if this proposal was agreeable to them and amending their con- 
stitutions to authorize the disposal of the assets and liabilities. Also, 
we had to take into consideration our own financial limitations; name- 
ly, how much money we had available to take over these associations. 
If we had enough money to take over an association with 7,500 mem- 
bers but not 75,000, we, of course, chose the one with 7,500 members. 
One unfortunate fact, so far as I am personally concerned—I have 
known Mike Nave for a long number of years—and we ran out of 
money just as his association was next on the list and, of all of the 
associations, his is the most in need of help, He has explained that 
to you this morning. 

Mr. Davis. Mr. Irons, I do not want to interrupt you at any point, } 
cut off anything you want to say, but I would like to get at this point: 
Whether or not there are any facts or circumstances or conditions 
which entitle these 16 associations to preferential treatment over the 
other 9 who have not been taken in ? 


oe 
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Mr. Irons. I know of no distinction between any one of them, 
There would be another 16 taken over just as well if all of the circum- 
stances had been right at the time. 

Let. me add one thing: The 29 are entitled to the same considera- 
tion as the 16 already taken over. 

Mr. Ruppocx. I would like to make one point clear. At the same 
time we set up a schedule of proposed takeover dates for associations, 
we had pending before the Congress a request for a supplemental 
appropriation and also a request in our next regular annual appropria- 
tion. This schedule of assumption dates was prepared in the belief 
and expectation that. we would have available money to take over 
all 25. The only, we will say, planning that went into the list was 
getting them scheduled in some kind of order, but not with any 
thought that it would go down through 16 and we would not be able 
then to take over the remaining 9. 

Mr. Davis. Give us, at this point, if you will, the amount of money 
which would have been needed to take over the entire 25, which I 
believe is all that there was. How much you had which enabled you 
to take over only the 16? 

Mr. Rouppock. In the 1956 supplemental appropriation request, we 
asked for an increase of $112,350. 

Mr. Davis. Would that have enabled you to take over the entire 
25 associations ? 

Mr. Ruvpock. Yes, sir; it would. The amount finally approved 
was $57,500, and it was when we reached the point of realizing that 
we were going to get less than the total amount that we had to cut 
off the assumption schedule and leave the 9 associations not assumed. 

Mr. Davis. Do you know why you only received $37,500 instead 
of the full amount you requested? Do you know any reason why it 
should have been cut to that figure ? 

Mr. Ruppock. The reasons stated in the report of the committee— 
the committee that acted on that—-was that we did not yet have the 
workload that we were asking money for here to do a job, a job which 
we did not yet have. There was no indication to us at that time of any 
basic opposition to taking over any of the associations. 

Mr. Davis. Can you tell us, briefly, why you needed the sum of 
$112,350? 

Mr. Ruppock. We have quite a bit of clerical work involved in 
connection with taking over one of these associations. Many of them 
are operated on the basis of having collectors who actually went 
around the shop or office and collected premiums from each individual. 
We have to do all of our business by mail. We had to get from each 
association a list of its members, the amount of insurance in force on 
each one, the amount of premiums he had to pay, his address, and 
then, in order to operate the system most economically, we do it on 
a punchcard system. We had the preparation of punchcards and we 
had correspondence with the individuals. We had all of the mis- 
cellaneous, clerical, administrative expenses involved in transferring 
records from one association operating under one method to the 
Civil Service Commission, where we operate entirely differently. 

Mr. Corsetr. Mr. Chairman, I would like to ask, is it still true that 
$74,850 would complete the job? That is the difference? Has that 
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cost gone up? I think you said $37,500 was spent in taking over 16. 
You originally estimated you needed $112,350. 

Mr. Ruppock. Our current estimate is that if we had $76,500 we 
would be able to accomplish this takeover. We would also need money 
authorized to maintain them throughout the years to come. In other 
words, we collect the premiums directly from the individuals. 

Mr. Irons. We need an additional $76,500 just to establish the rec- 
ords. Having done that, we have a continuing cost, as you might ex- 
pect, of sending out premium notices on a quarterly basis, receiving 
back the quarterly payments, recording and accounting for them, con- 
ducting correspondence, settling death claims and so on. 

Mr. Corserr. It is not clear to me exactly, but I understand this 
money has been available to complete this job. Is it necessary to have 
an appropriation, or could it possibly be worked by simply taking it 
out of the reserve fund ? 

Mr. Irons. There is no appropriation involved at all. 

Mr. Corserr. I did not think there would be. 

Mr. Irons. It is a matter of expense limitation in the group life- 
insurance fund. All of the administrative expenses of administering 
the Group Life Insurance Act come from the group life-insurance 
fund. It is customary in funds of that nature for Congress to im- 
pose a line item in the appropriation bill saying how much can be 
spent for administrative expenses. 

Mr. Corserr. Could the gentleman tell me approximately how much 
of a surplus that fund has right now? I know that in the first 18 
months or so, it was growing quite rapidly. 

Mr. Irons. Congressman Corbett, | always object to using the word 
“surplus.” 

Mr. Corserr. Call it whatever you want, but there are available 
funds? 

Mr. Irons. There is a fund of something over $100 million in the 
group life-insurance fund available for meeting the expenses and 
claims. 

Mr. Corserr. That is all. 

Mr. Davis. I have been told that there is a deadline of August 16 
or 17 on this legislation. Why is that? 

Mr. Irons. The act itself provided that all of this must be done by 
August 17, 1957. If this legislation is passed, we will have to have an 
extension of that time. In our report to the committee we have rec- 
ommended 3 months from the date of enactment of the date of 
amendment. : 

Mr. Davis. It will require then congressional action to extend it? 

Mr. Irons. Yes, sir. I am confident that we could not complete 
negotiations between now and August 17. / 

Mr. Gross. Do you recommend then an amendment to this pending 
bill? 

Mr. Irons. An amendment to the pending bill that is included in our 
report that it be extended 

Mr. Santrancero. Have all 25 associations filed with you to be 
assumed by the group life-insurance fund ? 

Mr. Irons. All have filed tentatively. There is one association that 
I understand has filed and since has decided by vote of its members 
not to petition us for formal participation in section 10. 
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_Mr. Sanrancero. Which association is that? Or which organiza- 
tion is that ? 

Mr. Irons. The Metropolitan Police relief fund. 

Mr. Santanoeto. Is there anything in the law which would pro- 
hibit the fund from taking over the association if they contributed 
the administrative expenses for being taken over ? i 

Mr. Irons. I do not think there is anything in the law that would 
prohibit that.. We have, however, declined to do it because our limi- 
tation for the ensuing fiscal year does not provide enough money for us 
to maintain the additional associations. 

Mr. Sanranoexo. It is not only an administrative fund which is 
deterring you from taking them over, but also the appropriations 
for the balance of the year ? 

Mr. Irons. It is still administrative funds, but we divide them into 
two parts; cost‘of assuming the organizitions and the cost of ‘niain- 
taining them on a current basis. 

Mr. Santancero. It appears to me that if you take the organiza- 
tions which Mr. Kenyon represents, where they lost $155,000 in con- 
verting their assets for the purpose of turning them over to you, that 
it would be a practical proposition for them to contribute their 
proportionate share for being taken over. Even if the Congress did 
not authorize the appropriation, the fund might be able to take 
it over. 

When you are looking for a result, there are a lot of ways of doing 





it. 

Mr. Irons. I would:also like to find a result that I felt confident was 
an expression of the wishes of Congress, too. 

Mr. Santancero. Congress has already told you that these should 
be taken over if they so desire, but because of the application of the 
funds, or the lack of funds, you have not been able to carry out the 
intent of Congress? 

Mr. Irons. We have two statements from Congress; one, to take 
them over and one through the appropriation bill that limits the 
amount of money that can be spent for this purpose. 

Mr. Sanranceto. When Congress made an appropriation and 
thought at that time those funds were sufficient to take them all over, 
they were in error as to the amount ? 

Mr. Irons. I would have to differ with you, sir. It has been clear 
in both 1957 and 1958 hearings that the amount of administrative 
expense limitation that we had imposed upon us was not adequate to 
take over any additional associations. 

Mr. Sanranceto. The Congress did not say, “Leave out these nine”? 

Mr. Trons. No, sir. 

Mr. Santranceo. But take care of the 16? 

Mr. Irons. No, sir; but did not provide sufficient to take care of the 
whole job. 

Mr. Corserr. Will the gentleman yield ? 

Mr. Sanrancero. Yes. 

Mr. Coreerr. Is it not true that the opposition to making adequate 
funds available for this is a deliberate attempt to prevent the absorp- 
tion of these associations into the Civil Service plan ? 

Mr. Gross. That is what I wanted to get at. 

Mr. Correrr. In other words, without naming names, there was a 
group in the Congress so situated that they were able to prevent 
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an enlargement of the limitation on administrative funds, is that not 
the way you understand it ? 

Mr. Irons. Yes, sir. 

Mr. Corzerr. That is still the problem we are trying to overcome. 
That opposition is quite vehement and sincere. The Senate had passed 
the extended amount and lost out in conference, so we are still trying 
to accomplish what we originally set out to do when we wanted to 
absorb all of the associations. The will of this committee has been 
overcome by the will of a subcommittee elsewhere in the body. 

Mr. Santancero. At any rate, all you need to complete the job is 
$76,500? 

Mr. Irons. For assumpution. We need to have additional allow- 
ance within the expense limitation to maintain the sending out of 
premium notices and receiving money. 

Mr. SantanGéro. How much would you estimate that amount-to be? 

Mr. Irons. I think it requires an additional $100,000 a year. Again, 
from the life insurance fund, not appropriations. 

Mr. Santance.o. Thank you, sir. 

Mr. Davis. Mr. Gross? 

Mr. Gross. No questions, Mr. Chairman. 

Mr. Davis. I have had some statements made to me, Mr. Irons, about 
a company known as the Shenandoah Life Insurance Co. 

Would you give the subcommittee any information about any con- 
nection which this life insurance company may have with reference to 
this question ? 

Mr. Irons. Yes. The vast majority of the employee beneficial asso- 
ciations had their insurance underwritten by the Shenandoah Life 
Insurance Co., of Roanoke, Va. At the time we were concerned with 
taking over these associations, part of our task was to select an insur- 
ance company to underwrite the risk that is involved here. After con- 
sidering all of the factors involved, we, in the Commission, in turn, 
chose the Shenandoah Life Insurance Co. to underwrite the risk of the 
business that we take over. So, we have a contract today with the 
Shenandoah for insuring the liabilities of the 16 associations we have 
taken over and they would continue to be the insurance company under- 
writing the risk for the remaining 9, if they are taken over. 

Mr. Davis. Did I understand you to say that this company had 
carried the majority of the risks of the associations prior to this group 
life insurance legislation ? 

Mr. Irons. Yes. 

Mr. Davis. You have made that contract with them ¢ 

Mr. Irons. We made a contract somewhat similar that the associ- 
ations had; yes, sir. 

Mr. Davis. Is there anything irregular about such a contract ? 

Mr. Irons. No, it is the usual form of contract. We have a contract 
with the Metropolitan Life Insurance Co. for the full, regular pro- 
gram. We chose the Shenandoah for this program because the price 
was right. The fact that our administrative costs would be far less in 
doing business with the Shenandoah than any other company, because 
they “had already on file designated beneficiary forms, and they had 
already issued certificates and it would be less costly. 

Mr. Davis. So far as you know, that company would be a logical 
company ¢ 
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Mr. Irons. In my judgment, it was the logical company. Mr. 
Chairman, if I may, there is one point I would like to make mention 
of again, so there is no misunderstanding about it. When I testified 
before Congressman Dowdy’s subcommittee as to the increase in 
liabilities to the group life insurance fund that would be occasioned 
by taking over all of the liabilities of these associations, I stated that 
actuarial estimates at that time would indicate that these additional 
liabilities over and above future dues, income, and over and above the 
assets we would assume, would amount to about $33 million, and in 
response to questioning from you, I indicated at the time that that $33 
million would be coming out of the fund over a longer period of years. 
That would be the total amount over 25 or 30 years. We have not 
broken down this $33 million liability between the associations we 
have taken over and the associations we have not taken over, but I 
would, on a rough basis, say that we have assumed about one-third of 
that liability already with two-thirds remaining. 

Mr. Corserr. Where would the figure end up if we took over the 
other nine? Would it be $22 million additional liability or $33 
niillion ? 

Mr. Irons. $22 million, approximately. 

Mr. Corserr. That figure has been presented to us as high as $55 
million and $60 million by others. 

Mr. Irons. All I have to rest on is an actuarial survey made by com- 
petent actuaries, privately employed by the associations and checked 
by our own actuaries. I have reason to believe it is reasonably correct. 

Mr. Corserr. I might say I would rather accept this evidence. 

Mr. Gross. Mr. Chairman, going back to the Shenandoah Co., and 
to keep the record straight, Public Law 356 provides that— 

* * * any such company must be either (1) the company then insuring such 
members under a policy or policies issued to such associations; or (2) a com- 
pany which is an insurer or reinsurer under section 7 of the Act * * *. 

Up toa point, we were compelled to do business with them. 

Mr. Irons. Well, whether we had been compelled to or not, my rec- 
ommendation would have been Shenandoah, because they gave us the 
best deal. 

Would it be helpful to put a copy of the contract with the Shenan- 
doah in the record ? 

Mr. Davis. Yes. Let it go into the record at this point. 

(The material referred to follows :) 


[Copy] 


SHENANDOAH LIFE INSURANCE COMPANY 


ROANOKE, VIRGINIA 


A MutTvuaL LIFE INSURANCE COMPANY 


(Herein Called the Company) 


IN CONSIDERATION of the application for this Policy made by UNirep States 
Crvit SERVICE COMMISSION (herein called the Policyholder) pursuant to Section 
10 of the Federal Employees’ Group Life Insurance Act of 1954, as amended by 
Public Law 356, 84th Congress, a copy of which application is attached hereto 
and made a part hereof, and in consideration of the payment by the Policyholder, 
during the continuance of this Policy, of all premiums when they fall due as pro- 
vided in this Policy, 
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HEREBY AGREES subject to the provisions of this Policy to pay the insurance bene- 
fits herein provided with respect to the several Members insured hereunder. 

This Policy shall take effect as of the 1st day of January, 1956, which date is 
the date of issue hereof. 

The provisions hereinafter contained are part of this Group Policy as fully 
as if recited over the signatures hereto affixed. 

IN WITNESS WHEREOF, the Shenandoah Life Insurance Company, has caused 
this Policy to be executed this 16th day of December, 1955, to take effect as of 
the date of issue hereof. 


R. 8S. Lerrwicu Mary E. Ler Paut C. Burorp 
Secretary Reyistrar President 
Group Po.ticy No. 900-G 
One Year Renewable Term Group Policy 
Life Insurance 
Insurance for Death or Dismemberment by Accidental Means 
Total and Permanent Disability Benefits 
Contributory 
Form No. G-9 


December 1955 


Section 1. DEFINITION oF CERTAIN TERMS USED IN THIS PoLticy.—The term 
“Association” means a nonprofit beneficial association of Federal or District of 
Columbia employees, whether employed, retired, or separated, with which Asso- 
ciation the Policyholder has arranged, pursuant to Section 10 of the Federal 
Employees’ Group Life Insurance Act of 1954, as amended, for the assumption 
of all life insurance agreements, including all benefits contained therein, ob- 
tained or provided by such Association for its members: which life insurance 
agreements are, as provided in Section 2, insured under this Policy; and which 
Association is, as provided in Section 4, listed in Schedule A, attached hereto 
as a part hereof. 

The term “Shenandoah Association” means an Association whose life insurance 
agreements obtained or provided for its members were insured in the Shenandoah 
Life Insurance Company, Incorporated, as of August 11, 1955. Such “Shenandoah 
Associations” are as indicated in Schedule A. 

The term “Member” means an Association member whose life insurance agree- 
ment or agreements obtained or provided by such Association existed on both the 
date of August 11, 1955, and on the date of the arrangement between such Asso- 
ciation and the Policyholder for the assumption of such life insurance agreements, 
and who is accordingly insured hereunder. 

Section 2. INSURANCE CovVERED BY THIS Poticy.—This Policy shall insure the 
life insurance agreements, including all benefits contained therein, obtained or 
provided for their Members by (a) Shenandoah Associations and (6) such other 
Associations as the Policyholder may elect, and assumed pursuant to Section 10 
of the Federal Employees’ Group Life Insurance Act of 1954, as amended. 

Section 3. Types AND AMOUNTS OF INSURANCE—ADMINISTRATIVE PROCEDURES.— 
The types and amounts of insurance hereunder on each Member shall be the same 
types and amounts as heretofore obtained or provided by an Association for such 
Member. Administrative procedures as to such insurance shall be in accordance 
with the provisions of this Policy or such provisions, supplementary thereto, as 
may be agreed upon by the Policyholder and the Company. 

Section 4. Errecrive Dates or INSuRANCE.—The effective date of insurance 
hereunder of the life insurance agreements of the Members of an Association shall 
be the effective date of the arrangement by the Policyholder with the Association 
for the assumption of such life insurance agreements pursuant to Section 10 of 
the Federal Employees’ Group Life Insurance Act of 1954, as amended, or such 
other date as the Policyholder may elect for Members of an Association ether 
than a Shenandoah Association. The Policyholder shall notify the Company 
promptly of such effective date, and thereupon the name of the Association, effec- 
tive date of the insurance, and indication as to whether a Shenandoah Associa- 
tion, shall be added to the list set out in Schedule A. 

Section 5. CESSATION OF INSURANCE.—The insurance on any Member insured 
hereunder shall automatically cease on the earliest of the following dates : 

(1) The date fixed in a notice to the Policyholder received from the Mem- 
ber to the effect that he desires his insurance hereunder to cease. 

(2) The date of default by the Member in the payment of the required pre- 
miums, as determined by the Policyholder. 
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(3) The date of discontinuance of this Policy. 

Section 6. INsurtne CLauses.—(A) Life Insurance: Upon receipt by the Com- 
pany of satisfactory proof, in writing, that any Member shall have died while 
insured hereunder or under a prior Shenandoah Association Group Policy, the 
Company shall pay, subject to the terms hereof, the amount of Life Insurance, if 
any, in force on account of such Member at the date of his death. Payment shall 
be made to the Beneficiary of record of the Member or otherwise as provided in 
Section 11 hereof immediately after receipt of such proof and of proof that the 
claimant is entitled to such payment. 

(B) Total and Permanent Disability Benefits: In the event that a Member's 
life insurance agreement heretofore obtained or provided him by an Association 
included a Total and Permanent Disability benefit, the Company, upon receipt of 
notice and satisfactory proof of Total and Permanent Disability occurring while 
insured hereunder or under a prior Shenandoah Association Group Policy, and 
subject to such terms and conditions as may be a part of the arrangement be- 
tween the Policyholder and the Association, and agreed upon by the Policyholder 
and the Company, will grant the Total and Permanent Disability benefit pro- 
vided by such life insurance agreement. 

(C) Insurance for Death or Dismemberment by Accidental Means: In the 
event that a Member’s life insurance agreement heretofore obtained or provided 
him by an Association included Insurance for Death or Dismemberment by Acci- 
dental Means, the Company, upon receipt of notice and satisfactory proof of 
such Death or Dismemberment occurring while insured hereunder or under «a 
prior Shenandoah Association Group Policy, and subject to such terms and 
conditions as may be a part of the arrangement between the Policyholder and 
the Association, and agreed upon by the Policyholder and the Company, will 
grant the Accidental Means benefit provided by such life insurance agreement. 

(D) In the event that a Member’s life insurance agreement heretofore obtained 
or provided him by an Association included any benefit other than those enu- 
merated above, the Company, upon receipt of notice and satisfactory proof of 
elaim and subject to such terms and conditions as may be a part of the arrange- 
ment between the Policyholder and the Association, and agreed upon by the 
Policyholder and the Company, will grant the benefit provided by such life 
insurance agreement. 

Section 7. PRivILEGE oF OBTAINING AN INDIVIDUAL PoLicy or Lire INSURANCE.— 
Any Member whose Life Insurance hereunder shall cease in accordance with 
Items 1 and/or 2 of Section 5 hereof, shall be entitled to have issued to him, with- 
out evidence of insurability, an individual policy of Life Insurance only, without 
Disability or Accidental Means Benefits, subject to the following conditions and 
provisions : 

(A) Written application for such individual policy and payment of the 
first premium thereon shall be made to the Company within thirty-one days 
after such cessation, and 

(B) Such individual policy shall be upon one of the forms then customarily 
issued by the Company, except Term insurance, and 

(C) The premium for such individual policy shall be the premium, as 
determined by the Company, applicable to the class of risk to which the 
Member belongs and to the form and amount of the individual policy at 
the Member’s attained age (nearest birthday) at the date of issue of such 
individual policy, and 

(D) The amount of such individual policy shall be equal to (or at the 
option of the Member less than) the amount of the Member’s Life Insurance 
hereunder on the date of such cessation. 

If the Member dies during the thirty-one days next following the date of such 
cessation of his Life Insurance hereunder, upon receipt of proof of such death 
and entitlement to payment as specified in subsection (A) of Section 6 hereof, the 
Company shall pay to his Beneficiary of record or otherwise as specified in Section 
11 hereof, whether or not written application for such individual policy or pay- 
ment of the first premium therefor shall have been made, the maximum amount 
of Life Insurance for which an individual policy could have been issued under 
this Section 7, subject to the next sentence. If an individual policy has been 
issued in accordance with the foregoing provisions of this Section 7, any payment 
made under the provisions of this paragraph shall be reduced by the amount of 
insurance for which such individual policy was issued, unless such individual 
policy is surrendered without claim thereunder to the Company. 

The Company shall pay any valid claim for any other benefit insured hereunder 
if such claim is incurred within the thirty-one days next following the date of 
cessation of insurance under Items 1 and/or 2 of Section 5 hereof. 
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Section 8. ENrTme Contract: INCONTESTABILITY.—This policy and the appli- 
cation of the Policyholder, a copy of which is attached hereto, constitute the en- 
tire contract between the parties. 

The validity of this Policy shall not be contested, except for nonpayment of 
premiums, after it has been in force for two years from its date of issue. No 
statement made by any Member insured hereunder relating to his insurability 
shall be used in contesting the validity of the insurance with respect to which 
such statement was made after such insurance has been in force (under this 
contract and the preceding Association contract) prior to the contest for a peri- 
od of two years during such Member’s lifetime nor unless it is contained in a 
written instrument signed by him. 

All statements made by the Policyholder or by insured Members shall be deemed 
representations and not warranties, and no statement made by any insured Mem- 
ber shall be used in any contest unless a copy of the instrument containing the 
statement is or has been furnished to such Member or his Beneficiary or to such 
other person to whom benefits may be payable as provided in Section 11 hereof. 

Section 9. AGENTS: ALTERATIONS.—NO agent of the Company is authorized to 
alter or amend’ this Policy, to accept premiums in arrears or to extend the due 
date of any premium, to waive any notice or proof of claim required by this 
Policy, or to extend the date before which any such notice or proof must be 
submitted. 

No change in this Policy shall be valid unless evidenced by amendment hereto 
signed by the Policyholder and by the Company. 

Section 10. CERTIFICATES AND INSURANCES AGREEMENTS.—The Company shall 
recognize and honor as valid evidence of insurance under this Policy the indi- 
vidual life insurance certificates or agreements issued by or through any Asso- 
ciation to its Members, subject to the provisions for cessation of insurance con- 
tained in Section 5. : 

Section 11. BrENErFIctaArIes.—The Beneficiary shall be the person or persons 
shown on the Company’s and/or Association’s records upon the effective date of 
insurance hereunder, in accordance with the Member's prior election. All Bene- 
ficiary designations or changes, whether made before or after the effective date 
of insurance hereunder, shall be subject to the following provisions: 

(A) Subject to the rights of any existing assignee or any irrevocably desig- 
nated Beneficiary, any Member insured hereunder may designate a Bene- 
ficiary and may, from time to time, change his designation of Beneficiary by 
filing a written notice thereof, signed and witnessed, with the Company at its 
Home Office, whereupon an acknowledgment of such change will be furnished 
the Member. The change shall not take effect until such notice has been 
so filed, but then shall relate back to and take effect as of date of such notice, 
whether or not the Member is living at the time of such filing, but without 
prejudice to the Company on account of any payment made by it before such 
tiling. 

(B) If, at the death of any Member insured hereunder, there shall be more 
than one designated Beneficiary, then, unless such Member shall have speci- 
fied the respective interests of such Beneficiaries, the interests of such Bene- 
ficiaries shall be several and equal. If any designated Beneficiary shall pre- 
decease the Member, the rights and interest of such Beneficiary shall there- 
upon automatically terminate. If, at the death of the Member, there be 
no designated Beneficiary as to all or any part of the insurance, then the 
amount of the insurance payable for which there is no designated Bene- 
ficiary shall be payable to the executor or administrator of the estate of the 
Member ; except that, if an executor or administrator has not been appointed 
within ninety (90) days after the death of the Member, the Company may, 
at its discretion pay such amount to the person or persons listed below sur- 
viving at the date of the Member's death in the following order of prece- 
dence: 

(1) To the widow or widower of the Member ; 

(2) If neither of the above, to the child or children of such member 
and descendants of deceased children by representation ; 

(3) If none of the above, to the parents of such Member or the survivor 
of them ; 

(4) If none of the above, to other next of kin of such Member as may 
be determined by the Company to be entitled under the laws of domicile 
of such Member at the time of his death. 

(C) If any person otherwise entitled to payment under this Section does 
not make claim therefor within one year after the death of the Member, or 
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if payment to such person within that period is prohibited by statute or 
regulation, payment may be-»made as if such person had predeceased the 
Member. 

Payment to any person by virtue of the provisions of this Section shall be a bar 
to recovery by any other person. 

Section 12. AssIGnMENT.—-The Member's life insurance certificate or agreement 
is non-assignable and the insurance and benfits are non-assignable prior to a loss 
hereunder. 

Section 13. REcorpS—INFORMATION TO BE FURNISHED—DETERMINATION BY 
THE POLICY HOLDER.—The Policyholder shall furnish or cause to be furnished to 
the Company information concerning the life insurance agreements, including 
all benefits contained therein, obtained or provided by an Association for its 
Members, and such other information concerning Members, amounts of insur- 
ance, and Beneficiaries as may be required by the Company for the administra- 
tion of the insurance hereunder. The Company shall then maintain records 
from which may be determined the names of all Members insured hereunder, 
the amount of insurance in force on each of such Members, and the designated 
Beneficiary or Beneficiaries of each of such Members. The records of the Policy- 
holder as have a bearing on the insurance hereunder shall be open for inspection 
by the Company at any reasonable time. For the purposes of this Policy; de- 
termination by the Policyholder as to the classification of any person us being 
within the definition of the term ““Member” in Section 1 hereof shall be conclusive. 

Section 14. PRemiuMs—GrRaceE Periop.—(A) Basic Tables of Premium Rates: 
The initial Schedules of Basic Quarterly Premium Rates for Life Insurance and 
for Insurance for Death or Dismemberment by Accidental Means are set forth in 
Section 20 hereof. Such Schedules are applicable to the first policy year and 
shall be continued for subsequent policy years, except that they may be redeter- 
mined for any subsequent policy year, on a basis agreed upon between the Policy- 
holder and the Company. No additional premium charge will be made for Total 
and Permanent Disability benefits, if any, insured hereunder on Members. of 
Shenandoah Associations. In the event Disability benefits or benefits other than 
Life or Accidental Death and Dismemberment benefits are insured hereunder on 
Members of an Association other than a Shenandoah Association, premiums for 
same will be as agreed upon between the Policyholder and the Company. 

Except as otherwise provided in subsection (B) of this Section, the Company 
shall compute an average basic quarterly Group Life Insurance premium rate per 
$1,000 of Life Insurance for the first and each subsequent policy year as of the 
first day of such policy year by applying the Schedule in Section 20 hereof ap- 
plicable to such policy year to the distribution by age of the amounts of ‘Life 
Insurance in force hereunder on the first day of such policy year. 

The term “policy year” as used in this Policy means the period beginning with 
the date of issue of this Policy, or with a subsequent renewal date, and ending 
with the day immediately preceding the next following renewal date. 

(B) Tentative Average Group Life Insurance Premium Rate; In the event the 
Policyholder determines that ascertaining the actual age distribution of the 
amounts of Life Insurance in force hereunder on the date of issue of this Policy 
or at the end of the first or any subsequent policy year would not be possible ex- 
cept at a disproportionately high expense, the Policyholder may approve the de- 
termination of a tentative quarterly average Group Life Insurance premium rate 
per $1,000 of Life Insurance for the first or any subsequent policy year, in lieu 
of using the actual age distribution. Such tentative premium rate shall then 
become the premium rate in effect hereunder per $1,000 of Life Insurance. Upon 
request by the Company the Policyholder shall cause to be redetermined the 
tentative average premium rate as of any premium due date during any policy 
year if experience indicates that the assumptions made in determining the tenta- 
tive average premium for that policy year were incorrect. 

(C) Payment of Premiums: Premiums under this Policy shall be due as of the 
date of issue hereof and quarterly thereafter on the same day of the month as 
the date of issue (herein called the due date). The premium payable on any due 
date shall be either 

(1) The sum of (i) the amount of Life Insurance in force on such due 
date multiplied by the average quarterly basic Group Life Insurance pre- 
mium rate computed in accordance with subsection (A) of this Section 
in effect on such due date and (ii) the amount of Group Insurance for Death 
or Dismemberment by Accidental Means in force on such due date multiplied 
by the quarterly premium rate for such insurance in effect on such due date, 


or 
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(2) If a tentative quarterly average Group Life Insurance premium rate 
has been determined in accordance with subsection (B) of this Section, 
the sum of (i) the amount of Life Insurance in force on such due date multi- 
plied by such tentative quarterly average Group Life Insurance rate, and 
(ii), the amount of Group Insurance for Death or Dismemberment by Acci- 
dental Means in force on such due date multiplied by the quarterly premium 
rate for such insurance in effect on such due date, such premium rates being 
those in effect on such due date. 

In lieu of the exact caleulation of the premium payable on either of such bases, 
an approximate method for determining the amount of the premium payable may 
be used by mutual agreement of the Company and the Policyholder. 

All premiums falling due under this Policy, including adjustments thereof, if 
any,.are payable by the Policyholder, on or before their respective due dates, 
direct to the Company. The payment of any premium shall not maintain the 
Insurance under this Policy in force beyond the day immediately preceding the 
next due date, except as provided in subsection (D) following. 

(D) Grace Period: A grace period of thirty-one days or of such longer period 
as the Company may allew (with or without interest charge after the first thirty- 
one days as the Company may determine) shall begranted to the Policyholder for 
the payment of any premium due provided the Policyholder has not previously 
given written notice to the Company that this Policy is to be discontinued as of 
the due date of such premium, and during any such grace period this Policy shall 
continue in force. 

If the Policyholder fails to pay any premium within the grace period, this 
Policy shall be discontinued at the end of the last day of such grace period, but 
the Policyholder shall, nevertheless, be liable to the Company for the payment of 
the pro-rata premium applicable to the grace period. If, however, written notice 
is given by the Policyholder to the Company during the grace period, that this 
Policy is to be discontinued before the expiration of the grace period, this Policy 
shall be discontinued as of the date of receipt of such written notice by the Com- 
pany or the date specified by the Policyholder for such discontinuance, whichever 
date is later, and from the Policyholder shall be liable to the Company for the 
payment of the pro-rata premium for the period commencing with the last due 
date and ending with such date of discontinuance. 

Section 15. ANNUAL ACCOUNTING AND PREMIUM REFUNDS.—Not later than 
ninety days after the end of each policy year the Company shall prepare and 
furnish to the Policyholder a statement, in form approved by the Policyholder, 
setting forth the following : 

(1) The aggregate amounts of premiums actually acerued under this 
Policy under the provisions of Section 14 for such policy year. 

(2) The aggregate amounts of all mortality and other claim charges re- 
ported under this Policy for such policy year. 

(3) The aggregate amounts of expense and risk charges incurred under 
this Policy for such policy year. 

(4) The algebraic sum of items (1) minus (2) minus (8). 

If item (4) is a positive amount, such amount shall be paid to the Policyholder 
as.a premium refund, for deposit in the Treasury of the United. States for credit 
to the fund created by subsection (c) of Section 5 of the Federal Employees’ 
Group Life Insurance Act of 1954. Any premium refund to be made by the 
Company under the provisions of this paragraph shall be made only if all pre- 
miums then accrued under this Policy have actually been received by the 
Company. 

In determining the aggregate amount of mortality and other claim charges 
for item (2) above, there shall be included (@) all payments of claims made 
or approved by the Company in good faith, including bona fide claims incurred 
under a prior Shenandoah Association Group Policy, but which claims were 
previously unreported and unpaid, and (0b) the amount of pending reported 
claims at the end of the policy year for which the statement is made. There 
shall not be included in such mortality and other claim charges any amount for 
estimated claims incurred during such policy year but unreported at the end 
of such policy year, in consideration of which, in the event of the discontinuance 
of this Policy the Company shall have no liability for any claims of whatever 
nature not reported prior to the date of such discontinuance, regardless of the 
date of occurrence of such claims. 

Claim charges for Total and Permanent Disability claims for any policy year 
shall be the face amounts of insurance of approved claims incurred during such 
policy year. The disability benefit provided shall be considered as vested in the 
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disabled Member in the event of the discontinuance of this Policy, subject to any 
requirements as may be agreed upon by the Policyholder and the Company re- 
lating to furnishing periodic proofs of continued Total and Permanent Dis- 
ability. The Company shall transfer all Total and Permanent Disability claims 
from the Insurance account to the Supplementary Contracts Not Involving Life 
Contingencies account, and during the continuance of Total and Permanent 
Disability 
{1) No premiums shall be due the Company for the disabled Member, 
(2) No charge shall be included in the mortality or other claim charges 
for premiums waived, 
(3) No expense or risk charges shall be allowed the Company on premiums 
waived, and 
(4). The Company, at the end of each policy year, shall pay interest to 
the Policyholder on the mean aggregate policy face amount of Premium 
Waiver claims incurred under this Policy and all prior policies with Shen- 
andoah Associations, and existing during such policy year, at the rate of 
3% per annum for the first policy year, and at a rate to be determined 
annually by the Company for subsequent policy years. 
Upon the death of a disabled Member, the Company will pay the amount due as 
a death claim, if any, from the amount reserved in the Supplementary Contracts 
Not Involving Life Contingencies account, and there shall be no charge made 
in the accounting for such death claim. 

The aggregate amount of expense and risk charges to be included in item (3) 
above shall not exceed the maximum amounts specified in the Schedule below. 
Such maximum charges are applicable to the first policy year and shall be con- 
tinned for subsequent policy years except that they may be redetermined by 
the Policyholder for any policy year either by agreement with the Company 
or upen written notice given to the-Company at least one year in-advanee of the 
beginning of the policy year for which such redetermined maximum charges are 
to be effective. 


SCHEDULE OF MAXIMUM EXPENSE AND RISK CHARGES 


Item Maximum Charge 
(a) Expense Charges: 
(2) CI iis 2 ices. The actual accrued amount of taxes 


directly attributable to the premiums, 
amounts of insurance in force, or re- 
serves under this Policy, as determined 

by the Company. 
(ii) All expenses of mainte- The actual accrued amount of such ex- 
nance and operation. penses under the group policy, as deter- 
mined by the Company, but not in 

excess of 2% of premiums. 
(d): Mink Chatge. ussite. i aul 4. 1144% of premiums. 


“Premiums”, as used in the foregoing Schedule, means the aggregate amount of 
premiums actually acerued under’ this Policy for a policy yedr under ‘the pro- 
visions of Section 14 hereof. There shall be included in “Taxes”, as used in 
the foregoing Schedule, Insurance Department fees which are directly attribut- 
able to this Policy, to the extent approved by the Policyholder. 

The records of the Company as have a bearing on the annual accounting 
furnished to the Policyholder shall he open to inspection by the Policyholder 
at any reasonable time, 

Section 16. DiscoNTINUANCE or THIS Poticy.—This Policy may be discontinued 
by the Policyholder at any time, subject to the provisions of subsection (D) of 
Section 14 hereof. 

This Policy may be discontinued by the Company if 

(a) The Company requests the Policyholder to redetermine the tentative 
average Group Life Insurance premium rate as provided in Section 14 hereof 
and a new tentative premium rate satisfactory to the Company is not agreed 
upon, in which event such discontinuance shall take effect as of the end of the 
day preceding any premium due date thereafter specified by the Company pro- 
vided such premium due date is at least sixty days after receipt by the Policy- 
holder of written notice of such discontinuance, or 

(>) Agreement is not reached between the Policyholder and the Company, 
in accordance with Section 14 hereof, as to the basis for redetermination of the 
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Schedule of Basic Premium Rates, or the Company does not agree to any change 
in the maximum expense and risk charges proposed by the Policyholder in 
accordance with Section 15 hereof, in either of which events such discontinuance 
shall take effect as of the end of the policy year immediately preceding the policy 
year for which such redetermined Schedule of Basic Premium Rates or proposed 
maximum expense and risk charges were to be effective, or 

(c) The Company gives written notice of such discontinuance to the Policy- 
holder at least sixty days prior to the end of any policy year, in which event such 
discontinuance shall take effect as of the end of such policy year, provided that, 
if notice of discontinuance is given because of a change in Section 10 of the 
Federal Employees’ Group Life Insurance Act of 1954, as amended, such notice 
may be given no earlier than the date of enactment of the change, in which event 
such discontinuance shall take effect, unless otherwise mutually agreed between 
the Company and the Policyholder, on the effective date of the change or the 
date sixty days after receipt of such written notice by the Policyholder, which- 
ever date is later. 

In the event this Policy is discontinued, the date of such discontinuance shall 
be deemed to be the end of a policy year for purposes of the accounting required 
by Section 15. 

Section 17. RENEWAL Privi_Lece.—This Policy is issued for a period commenc- 
ing with the date of issue and ending with the day immediately preceding the 
next following renewal date, on which renewal date and on each subsequent 
renewal date this Policy shall be renewed, subject to the terms of Section 16 
hereof, for a further term extending through the day immediately preceding 
the next following renewal date, unless the Policyholder shall at least sixty days 
prior to said renewal date give the Company written notice that such renewal 
shall not be made. Renewal is conditioned upon the payment of the premiums 
then due as computed in the manner set forth in Section 14 hereof and based 
upon such Schedule of Premiums as may then be applicable. The term “renewal 
date” as used in this Policy shall mean the 1st day of January in any calendar 
year commencing with the calendar year 1957. 

Section 18. Ace.—In the event of the misstatement of the age of any Mem- 
ber, there shall be an equitable adjustment of the premium. If the amount of 
insurance for such Member would have been affected by such misstatement of 
age the amount of insurance on such Member shall be adjusted to the amount 
to which such Member would have been entitled at his correct age. 

Section 19. OprionaL Mopes or SeTrLEMENT.—Previous elections of Optional 
Modes of Settlement in connection with existing certificates or agreements of 
insurance shall continue in full force and effect after the effective date of insur- 
ance hereunder. Future elections shall be made only subject to the provisions 
in the following paragraphs of this Section. 

Upon written election after the death of the Member by the Beneficiary or 
other person entitled to receive payment of amounts due to the death of the 
Member, made to and accepted by the Company, the whole or any part of the 
amount of insurance payable upon the death of any Member insured hereunder 
will be retained by the Company and paid to such person in the following manner 
instead of in one sum: 

By payment of monthly or annual instalments over such specified number of 
years (shown in the following table) as may be elected, the first instalment 
being payable immediately upon the death of the Member. The amount of such 
instalments shall be determined by the Schedule of Instalment Payments per 
$1,000 of Insurance in effect at the date of such election. 


Initial schedule of installment payments per $1,000 of insurance 


| 
Amount of Amount of 
Number of years specified each annual | each monthly 
| installment | installment 


be age Lice ign $2) ee ee a ae $1, 000. 00 | $84. 28 
Se watd 5 enue oa coesatepliane weenie teees 506.17 | 42. 66 
Dis chdieiscasives ctociadvatanndiods would dewdieasyawec apepebeeenne in abaeee 341. 60 | 28. 79 
Route 259. 33 | 21. 86 
ee 210. 00 | 17. 70 
Wises 111. 47 | 9. 39 
BO eS ik ti cceew 2b kb SALI E OL Sank Da AR SATs oa ae 78. 80 6. 64 
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The amounts payable under the foregoing Schedule are based upon an as- 
sumed interest earning of 2144 percent per annum. 

Upon any renewal of this Policy, or whenever the terms of this Policy are 
changed, the Company may substitute for the foregoing Schedule, a Schedule of 
Instalment Payments per $1,000 of insurance based upon a different assumed 
interest earning, but such new Schedule shall not be applicable to elections 
made prior to the date of such substitution. 

If the Company declares for any year, upon funds held by it for instalment 
payments elected under such options, a greater interest rate than that upon 
which instalment payments under any election were based, the excess amount 
of interest in accordance with such declaration shall be paid on the next an- 
niversary of the commencement of instalment payments under such election. 

If the payee of any optional mode of settlement so elected dies before all 
instalments for the period selected have been paid, the unpaid instalments 
shall, unless otherwise specified in the election of such instalment payments, 
be commuted at the rate of compound interest upon which was based the 
Schedule of Instalment Payments per $1,000 of insurance used to determine 
such instalment payments, and such commuted sum shall be paid to the estate 
of such payee. 

A mode of settlement other than one of those specified above may be arranged 
if the Beneficiary or other person entitled to receive payment of amounts due 
at the death of the Member, after the death of the Member, and the Company 
mutually agree thereon. Information concerning such other possible modes of 
settlement will be furnished by the Company upon request. 

No instalment election shall be allowed for insurance less than $1,000 nor 
under which the instalment payment is less than $10.00. 

A payee may not assign, transfer, or encumber his rights under the optional 
mode of settlement elected, or any payment thereunder, and, to the extent per- 
mitted by law, the amount retained by the Company and the payments under 
the optional mode of settlement shall not be subject to claims of any creditor 
of any payee, nor to execution or other legal process on behalf of any creditor 
of any payee. 

Section 20. INrrrau SCHEDULE oF Basic PREMIUM RATES.— 


Initial scheduie of quarterly basic life insurance premium rates per $1,000 of 
life insurance 











| | | 
Attained age | Premium }| Attained age | Premium || Attained age Premium 
nearest birthday 1 nearest birthday i} nearest birthday 

: i Nes re ae ae aa 
esas L $0.55 || 42 $1.71 |} 60 $13. 93 
16 bs s " - 56 || 43 ; 1.82 |) 70 ; Th. 12 
| : oat . 57 || 44... 1.95 |) 71 i 16. 42 
_ + : Pe . 58 i 45 | 2.09 || 72 ; 17. 82 
ae ps black . 59 || 46 2.24 || 73 7 19. 33 
cic: datuuc 0 || 47 2.41 || 7 a 7 20. 97 
Tt cditeienccintaies Stahl . 62 || 48 2.58 || 7! ; 22. 75 
Be crteusoen as | 64 |! 49 2.78 || 76 24. 06 
sieht catia ; | . 66 || 50 3.00 || 77 26. 73 
24 ids’ Sidi . 67 |) 51 ; Seincg | 3.24 || 78 : } 28. 96 
cithedaticiahs shaeith ih . 70 || 52 3. 50 || 79 4 ‘1 31. 37 
DR rr eety . 73 || 53 3.79 || 20 33. 6 
Bris wasi.d ih. . 76 || 54 | 4.10 || 81 bu 36. 74 
Aix: ists ia . 79 || 55 4.44 |) 82..._._- ; 39. 72 
29 .83 || 56 4 8? |! 23 42. 93 
30 87 || 57 5.22 || 84. 46. 36 
cries awe 91 |) 58 5. 66 || 85 50. 02 
Me... Sechbkacsun 95 || 59 ln dathdats hed 6.14 || 86 - | —-53. 93 
33 1.00 || 60 ; 6.65 |] 87.... 58. 09 
34 1.06 || 61 7. 22 || 88 62. 52 
oe 1.12 || 62 7.84 || 89 67. 20 
it Ge 1.18 || 63 8.50 || 90 72.14 
el 1. 25 || 64 d sie i 9.23 |} 91. __- 77. 32 
38... AE Spa gas STE TIE vlitennockna = hcivinl 10.03 |] 92.....-. 82. 75 
39... Lessin 1.41 || 66 10. 89 || 93 88. 36 
and Dalai 1. 50 || 67 | 11.82 || 94! 94. 10 

41 1.60 || 68 12. 83 


1 See amendment. 


The initial quarterly basic premium rate for Insurance for Death or Dismem- 
berment by Accidental Means shall be $0.15 per $1,000 of the full amount of such 
Insurance. 
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Section 21. Conrormiry with Law.—If any provisions required by Section 10 
of the Federal Employees’ Group Life Insurance Act of 1954, as amended, as 
constituted on the date of issue hereof, to be contained in this Policy are not 
specifically contained herein, then such provisions shall be deemed part of this 
Policy as though set forth herein at length. No amendment to said Act effective 
after the date of issue of this Policy shall have any effect on the rights or liabili- 
ties of the Policyholder or the Company under this Policy except pursuant to 
appropriate amendment to this Policy signed by the Policyholder and by the 
Company. 

Section 22. ConroRMITY WITH PREVIOUS ASSOCIATION LIFE INSURANCE AGREE- 
MENTS.—If any provision contained in this Policy would in a particular case 
operate to deny payment of a benefit which would have been payable under a 
provision contained in the insurance certificate or agreement of the Member’s 
Association, the applicable provision of such cretificate or agreement shall be 
deemed part of this Policy as though set forth herein at length, and the benefit 
shall be paid. 

Section 23. ProcepurEs Upon TERMINATION OF ExISTING CoNTRACTsS WITH 
SHENANDOAH ASSOCIATIONS.—Upon termination of the present group life in- 
surance policy or policies by a Shenandoah Association in order that compliance 
may be made with the provisions of Section 10 of the Federal Employees’ 
Group Life Insurance Act of 1954, as amended, the Company will 

(1) Agree to termination on a date agreed upon by the Policyholder and 
the Association, and 

(2) Make a premium refund, on the same basis as it made such refund in 
years immediately preceding enactment of the Federal Employees’ Group 
Life Insurance Act of 1954, for each policy year or part thereof subsequent 
to the latest policy year for which such refund has been made, and 

(3) Include in such premium refund calculation any balance remaining 
of sums withheld in the last or any prior policy year for estimated claims 
incurred but unreported on the settlement date, and 

(4) Make final settlement on the contract or contracts terminated within 
sixty days after the date of termination. 


SCHEDULE A 


(Referred to in Section 1) 


List of Associations insured under this Policy and effective dates of such in- 
surance, with indication if Shenandoah Associations. 


Name of Association Effective Date Indicated by X if 
of Insurance Shenandoah Association 


APPLICATION 


Pursuant to Section 10 of the Federal Employees’ Group Life Insurance Act 
of 1954, as amended by Public Law 356, 84th Congress, application is hereby 
made to 

SHENANDOAH LIFE INSURANCE COMPANY 


for the insurance provided by Group Policy No. 900—G, the form of which has 
been prepared and designated by Shenandoah Life Insurance Company, as Form 
G-9 December 1955, the terms of which are hereby approved and accepted. A 
copy of such Form duly executed by Shenandoah Life Insurance Company to- 
gether with a copy of this application duly executed by the Policyholder and 
attached to said copy of such Form shall constitute the Group Policy hereby 
applied for. 

This application supersedes the preliminary application signed at Washington, 
District of Columbia, September 9, 1955. 

Signed at Washington, District of Columbia, this 12th day of December 1955. 

UnitTep STaTes CIviL SERVICE COMMISSION. 
(Policyholder) 
By Puiuie Youne, Chairman. 

Form G-9A 
Date: December 1955 
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AMENDMENT TO GROUP PoLicy 900—G, UNITED Srares Civit SERVICE COMMISSION, 
WasHineTon, D. C., ErrecriveE Fesruary 1, 1957 
Effective as of February 1, 1957, Section 20. Inirian ScHEDULE or BAsIc 


PreMIUuM Rates, of Group Policy 900—G, is hereby amended by the addition of 
premium rates at attained ages 95 to “100 and over”, as follows: 


Premium 
Attained Age Nearest Birthday:: (Quarterly) 
ai Pe a i si tL i ee ek ue 8 ii $99.60 
Di aac een aa he ak ok ar a ae ee a ee 111.16 
iia Sa Bi ete ee I ea ke 134.06 
POG ih Ul Nea ae a tee eed ee 171.53 
ee tL Tae Se A Se, URES ee Aas eT ES eh 215.82 
SOO On Ove? ies i Be ST eG Ak ee igs a 242.72 


IN WITNESS WHEREOF, Shenandoah Life Insurance Company has caused this 
amendment to be signed at its Home Office in Roanoke, Virginia, this 8th day of 
February, 1957. 

SHENANDOAH LIFE. INSURANCE COMPANY. 
BLAKE T, NEWTON, JR., 
R. 8. Lertwicu, Secretary. 
Attest: 
Mary E. Lee, Registrar. 

Accepted by: UNIrep States Civil. Service CoMMISSION this 14th day of Febru- 
ary 1957. 

PHILIP YOUNG, 
WARREN B, Irons. 

Mr. Gross. The law wisely provides that the Commission may at 
any time discontinue any policy or policies with that company. 

Mr. Irons. Yes, sir; it is a 1- -year term contract. we have. 

Mr. Santanerxo. I do not know whether in the previous testimony 
you registered any opposition. Did you register any approval of the 
ti aking over of these companies by the fund! 

Mr. Irons. We registered opposition prior to the hearings. By the 
time the hearings occurred, we became convinced this was the only 
practical way of doing it and we concurred in the legislation and 
favored it. 

Mr. SantanGceLo. What is your position now ? 

Mr. Irons. I know of no solution other than to take them over. 

Mr. Santancero. Therefore, you favor taking them over? 

Mr. Irons. Yes, sir. 

Mrs. Prosr. Mr, Chairman, may I ask what are the assets of these 
nine companies today? 

Mr. Irons. I understand the associations indicate their total assets 
to be somewhat over $16 million as of today. The only figures that 
we have are as of June 1, 1956, and things have changed a lot, of 
course, since then. At that time the estimate was slightly over ‘$13 
million. 

Mrs. Prosr. In other words, you will assume $22 million in Tiabili- 
ties by taking them over, but you will assume their assets of a little 
over $16 million? 

Mr. Irons. That $16 milhion is in addition te the $22 million. .The 
$22 million is a net liability after we take over assets and assume 
premiums in the future. That is a net liability. 

Mr. Davis. Does that figure of $33 million, which you referred to a 
moment ago, and which was given in the previous hearing, does ths at 
still hold good ? 

Mr. Irons. That still holds good ; yes, sir. 

Mr. Santancero. I understand there is a net liability of $22 million. 

Mr. Irons. Net of $22 million additional] liability. 
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Mr. SANTANGELO. Over and above the assets ? 

Mr. Irons. Over and above assets and future premiums. 

Mr. SantTanceLo. Payable over a long period of years? 

Mr. Irons. Twenty-five, thirty years. That $22 million applies to 


associations not yet taken over. 


Mr. Davis. Do you have anything further you want to state? 

Mr. Irons. No, sir. 

Mr. Davis. Mr. Ruddock ? 

Mr. Ruppock. No, sir. Thank you. 

Mr. Davis. Are there any further questions ? 

(No response. ) 

Mr. Davis. Thank you very much. You have given us a lot of very 


fine information, and we appreciate it. 


Are there any other witnesses here who want to be heard ? 
If.not, the subcommittee will go into executive session. 
(Thereupon, the hearing was adjourned at 11:30 a. m.) 


x 





